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ECONOMIC FRAMEWORK 


1 


Pakistan in the World Economy 


WORLD ECONOMIC TRENDS 


While overall economic activity around the world 
continued to increase, a levelling off tendency was 
observed. On the one hand, debt crises within 
the European Union and, on the other, a relative 
flattening of GDP growth in the ‘elephant’ economies 
of China and India acted to comparatively dampen 
world economic buoyancy. To these, we must 
add the impact of political changes and military 
conflicts. Of particular significance for the world’s 
economic fortunes are those of the Middle East 
and North Africa—both the continuing conflicts 
relating to Palestine, Lebanon, and Iraq, and the 
new situations that grew from the ‘Arab Spring’ 
popular uprisings through much of the region and 
the violent civil wars in Libya and Syria—because 
of their effects on petroleum supply and the cost 
of energy. Higher oil prices reduced real income 
in oil importing countries, while their inflationary 
potential led most developed market economies to 
persist with restrictive monetary policies in the face 
of weakening economic growth. 

The post 11 September 2001 developments 
in Iraq and Afghanistan have further deepened 
recession. The economies of both developed and 


Table 1.1 Population and GDP of the World 


developing countries were adversely affected. Table 
1,1 shows the growth in low income, middle income, 
and high income countries. 

According to the World Development Report 
2012, the world’s total population in 2010 was 
6,855 million. The average annual growth of world 
population during 2000-2010 was 1.2(W). The 
contribution of the low income economies to the 
average annual population growth rate was high. 

Inflation was on the decline in developed 
countries, but unemployment showed a rising trend. 
In Pakistan, the inflation rate rose from 3.9 per cent 
during the period July 2004 to April 2005 to 9.3 per 
cent which registered an eight year high in 2004-05. 
This is officially explained by demand pressures on 
one hand and supply shocks on the other. In recent 
years inflation has crossed over 30 per cent and is 
now stabilizing to around 10 per cent. The world 
trading system is in a process of great change. 
This reflects fundamental developments in com- 
munications and transportation. Regional trading 
arrangements are solidifying in Europe and North 
America and are starting to emerge in Asia, except 
South Asia where the progress is extremely slow. 
Due to an escalation in the price of crude oil, there 
is apprehension that the inflation of the 1970s may 
be emerging again. 
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Population 
Country Group (millions) GDP 2010 
Low Income 
796 416 
Middle Income 
4,791 19,632 
High Income 
~ g 7 1,127 43,240 
ota 
6,714 63,288" 


sale World Development indicators 2012, New York: Table 1.1, p. 44 and Table 4.2, p. 226 
owaver, total given in the above source (Table 4.2, p. 220 is $62,242 b) 4 
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The world trading system is seen to be at risk, 
although trade itself has remained comparatively 
buoyant. The failure of the European community 
and the United States to come to terms on agri- 
cultural trade illustrates the difficulties they face due 
to great political sensitivity in their constituencies. 

The economic situation in virtually all regions 
of the world is far from satisfactory and the appre- 
hension that it will not soon be radically improved, 
raises a number of disturbing questions. These take 
different forms, but they have one common theme: 
is this the best that can be done? 

Consequently, poverty and its related dimensions 
—malnutrition and ill health, illiteracy and in- 
adequate shelter—have received renewed attention 
in development policy formulation in recent years. 
Poverty alleviation has been given high priority in 
bilateral and multilateral assistance Programmes 
and ways have been sought to protect the weakest 
groups in societies, especially children, who are the 
first to suffer from the consequences of adjustment 
policies that reduce income levels and government 
spending. Although poverty is still a major problem 
especially in some Sub-Saharan and South Asian 
regions, according to current Economic Survey 
Report: 


‘The past century has seen more advances in global 
prosperity and more people have come out of poverty 
than in all human history. 


Studies by the United Nations Development Pro- 
gramme (UNDP), the Regional Commissions and 
the World Bank have shown that countries with 
higher average income levels do not necessarily 
have lesser poverty or illiteracy than poor countries. 
For example, Sri Lanka, whose GNI per capita was 
US$5,070 in 2010 had adult illiteracy rate of 9 per 
cent whereas Algeria, who had GNI per capita of 
US$5,430 in 2010 and had adult illiteracy rate of 
30 per cent in the same years. Thus, there is need 
for deliberate policies to combat poverty and ensure 
minimum standards of health and education. 

Related to the issue of human development, is the 
issue of human opportunities. Therefore, a new and 
important concern in many developing countries are 
the barriers to entrepreneurship and initiative and 
the need for both greater economic freedom and 
Security. 
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The success of many Asian countries may be 
ascribed to their careful attention to all these aspects 
of development. Sustained investment in education 
and health and the fostering of entrepreneurship, 
not by wholesale deregulation but by a pragmatic 
balance between market freedom and cooperation, 
between government and the private sector, have 
been accompanied by a vigilant pursuit of macro- 
economic stability. 

However, it should also be noted that most of 
the Asian countries were not subjected to the same 
financial shocks in the 1980s as the commodity 
exporters of Africa and Latin America. The financial 
setbacks suffered from depressed commodity prices 
and terms of trade and in many cases from crisis 
of external indebtedness remain the principal 
reasons for the widespread worsening of the human 
condition in the 1980s and 1990s. These represent 
the challenges we face in the twenty-first century. 


International Development Strategy 


After more than two years of preparations, the UN 
General Assembly, in December 1990, adopted a 
document spelling out an agreed understanding 
of the national and the internationa! actions 
needed to accelerate development in the 1990s, The 
international development strategy constituted an 
agenda against which development in the 1990s 
would be measured. Two elements of the new world 
situation should facilitate the implementation of the 
strategy: 

1. First, there is a new convergence on views 
regarding the management of the economy, 
in particular the need to heed market signals 
in resource allocation and the crucial role of 
sound macroeconomic management. 

2. Second, in spite of the crises in the Gulf, a 
trend towards reduction in military expendi- 
tures is already evident except in the case 
of India and Pakistan, and this will release 
considerable resources. 


Regional Growth Performance 


Regional growth performance is given in Table 1.2. 

East Asian countries suffered an economic crisis 
during 1997-98. The IMF extended the following 
reform plan. 
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East Asian Crises and IMF Reform Plan 


East Asian Crises. There is considerable literature 
on East Asian crises showing that in some of 
the countries, there was bad governance, and ‘in 
others, too much reliance on short-term debts 
carrying high rate of interest. In some of these 
countries, particularly in South Korea, the private 
sector, took huge amounts of debt from abroad 
with no monitoring by the central bank. In some 
of the countries, e.g. Indonesia and Thailand, the 
banking sector grew weaker and weaker due to 
injudicious lending and primarily on account of 
political interference in the banking process. Crony 
capitalism is also mentioned as one of the reasons 
for the economic crises. 

In this respect, it is worth noting that East 
Asian countries suffered huge currency losses and 
significant decline in their stock markets. Moody’s 
downgraded four tiger economies are shown in 
Table 1.3. Different reasons were given for the 
downgrading but the reasons generally ascribed are 
given in Table 1.4. 


IMF Reform Plan for East Asia. It is important 
to note that three countries requested the IMF for 
financial assistance to overcome their economic 
crises. These countries included South Korea 
(US$55 billion), Indonesia (US$33 billion) and 
Thailand (US$17 billion). These amounts aggregated 
to a total of US$105 billion. It is very interesting to 
note that the total financial assistance sought by 
Pakistan during 1997-98 amounted to only US$1.6 
billion. 

Malaysia did not approach the IME. This was 
a courageous step, an example Pakistan could 
have followed. Instead of seeking the- IMF's -aid, 
Malaysians decided to halt-their mega projects (see 
Table 1.5). 

The usual approach of IMF is to enforce set 
of austerity measures designed to restore macro- 
economic balance. The major objective announced 
by -IMF was to restore investors confidence. The 
recipe announced by IMF for the Far East included 
a set of forceful and far-reaching structural reforms 
mainly addressing the following three areas: 

1. To strengthen the financial system. 

2. To increase transparency. 

3. To provide an open-market. 


Table 1.2 Comparative Real GDP Growth Rates (%) 




















Region/Country 2609 2010 2011 2012 2013(P} 
World GDP =-0.5 5.3 3.9 3.5 4.1 
Euro Area =4.1 1.9 1.4 —~0.3 0.9 
United States ~2.6 3.0 1.7 2.1 2.4 
Japan -6.3 4.4 -0.7 2.0 1.7 
Germany 4.7 3.6 3.1 0.6 1.5 
Canada —2.5 a2 2.§ 2.1 22 
Developing Contries -2.7 7.5 6.2 af 60 
China -9.2 10.4 9.2 8.2 8&6 
Hang Kong SAR -2.7 68 5.4 2.6 4.2 
Korea 0.2 6.1 4.5 35 4.0 
Singapore 0.6 2.8 3 2.7 3.9 
Vietnam 5.3 6.8 5.9 5.6 6.3 
ASEAN 

Indonesia 4.6 6.2 6.5 6.1 6.6 
Malaysia -1.6 7.2 5.1 4.4 4.7 
Thailand -2.3 7.8 0.1 5.5 7.5 
Philippines 1.1 7.6 3.7 4.2 4.7 
South Asia 

India 6.6 10.6 7.2 6.9 ia 
Bangladesh 5.9 6.4 6.1 §.9 6.4 
Sri Lanka 3.5 8.0 §.2 7.5 7.0 
Pakistan 17 3.1 3.0 a7 4.3 
Middle East 

Saudi Arabia 0.1 4.6 6.8 6.0 4.1 
Kuwait -5.2 3.4 82 6.6 1.8 
iran 3.9 5.9 2.0 0.4 1.3 
Egypt 4.7 5.1 1.6 1.5 3.3 
Africa 

Algeria 2.4 a3 2.5 3.1 3.4 
Morocco 49 3.7 4.3 3.7 4.3 
Tunisia 3.1 3.1 -0.8 2.2 3.5 
Nigeria 7.0 8.0 7.2 7.1 6.6 
Kenya 2.6 5.6 5.0 5.2 5.7 
south Africa -1.5 29 3.1 27 3.4 
P: Projected. 


Source: Waorid Economic Outlook (IMF), April 2012 as reproduced 
jrom Pakistan Economic survey 2011-12, Table 1-1, p. 3. 


Several drastic decisions were taken, requiring strict 
implementation on the following lines: 

(i) The closure of non-viable institutions. 

(ii) Restructuring plans were drawn for compli- 
ance within a reasonable period with regard 
to the following measures: 

(a) Following disclosure rules for compa- 
nies. 

(b) Ensuring updated accounting practices. 

(c) Maintaining Basel capital adequacy 
standards for banks. 
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Table 1.3 Moody’s Downgraded Four Tiger Economies (23 December 1997) 


Rating 
eS ee 

Country FG Ceiling ee Earlier 
LS 
Indonesia Bond Bal a 

Bank deposit Bat v6 
Malaysia Bond A2 a 

Deposit Baal Sr 

ST Ceiling for debt deposits Prima-2 ies 
South Korea Bond Bal a 

Bank deposit Bal 

Bonds Bal Baas 


Thalénd Bonds eS 


Source: The News international, Lahore, 8 June 1998. 


Table 1.4 Reasons for Downgrading by Moody’s 
(23 December 1997) 


Country Reasons 

Indonesia Devaluation of more than 50 per cent of 
Rupal. 

Malaysia (a) Problems in Banking Sector due to 


slower economic growth. 
{b) Gverbuilt property sector. 
(c) Strain on corporate finance. 
Near term FC Financing needs may be 
greater than first expected. 
Credit financial fundamental problems. 


South Korea 


Thailand 
Source. The News international, Lahore, 8 June 1998 


Several other requirements were prescribed with a 
view to promoting competition, increasing trans- 
parency in corporate and government sectors of the 
economy, strengthening regulations and supervision 
in financial sector and creating a level playing field 
for private sector investments. 

Sub-prime mortgages particularly in USA and 
later in other parts of the world were instrumental 
in creating world economic crisis. Major banks in 
the USA failed and many were liquidated. USA was 
forced to introduce financial stimulus packages 
for over one trillion dollars. Due to tight financial 
Management the impact was not felt in Canada 
although employment was affected by the financial 
crisis in USA. This was because Canada is a member 
of NAFTA, The impact was felt in UK, Europe, and 
other parts of the world as well. Today the whole 
World is in a major crisis and the struggle to pull 
the world out of the financial crisis which has hit 
both the developed and under developed countries 
of the world. Pakistan’s external sector is healthy 
comparatively, therefore, the international financial 
crisis did not affect Pakistan in any significant way. 


Table 1.5 Malaysia's Big Projects Stopped 


Project USS b 
Multimedia Super Corridor 15 
Bakum Dam 6 
KI. Int. Airport 4 
Malaysia and Indonesia Bridge 2.5 
rere errr ene 
Total 27.5 


Source: The News Intemational, Lahore, 8 June 1998. 


The UN is also struggling to find solutions to this 
crisis as they held a conference on this theme in 
London during March 2010 followed up by further 
deliberations in New York in June 2010. G-20 
held their meeting and have financially cushioned 
IME to the extent of US$750 billion to help out 
develping part of the world so that they can absorb 
the shock caused due to the global financial crisis. 
Strategic thinking is a great challenge to tackle these 
problems and one wonders how long the world will 
take for coming out of the woods due to foregoing 
challenges. 


SAARC COUNTRIES 


After the Second World War, many regional and 
subregional economic arrangements came into 
being in different parts of the world. Their aims 
and purposes have included providing a forum for 
regular consultations, making better use of common 
resources and expertise and improving the bargain- 
ing position of the member states vis-a-vis the 
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of states of all SAARC countries met and agreed 
on several issues of common interest. Nevertheless 
regional conflicts have blocked economic develop- 
ment. The SAARC charter does not permit the 
discussion of bilateral conflicts. Thus, SAARC 


outside world. Increasingly, regional organizations 
are being perceived as a necessary response to the 
adverse international economic situation which 
member states are unable to face individually. 

The South Asian Association for Regional 


of commercial energy in the 1980s and 1990s. 
Moreover, the exporters of manufactured goods 
here are in a stage of development in which energy 
consumption per unit of output is higher than even 
some of the highly industrialized countries. Higher 


have the lowest GNI per capita of about US$490 and 
US$640 respectively. 


Resource Constraints 


Cooperation (SAARC) was established in 1985 
with the expectation that increased cooperation, 
contact and exchanges would contribute to the 
promotion of friendship and understanding and 
promote the welfare of the people of South Asia. 
The SAARC member countries are Bangladesh, 
Bhutan, India, Maldives, Nepal, Pakistan, Sri 
Lanka, and Afghanistan. It is for the first time that 
eight countries are looking at their problems in a 
regional instead of individual or bilateral context. 
Collectively, they are exploring the viability of 
finding common solutions to common problems. 
Although tangible results have yet to be achieved 
as SAARC has yet to become an effective regional 
organisation to achieve its goals. 


Present Economic Condition 


All eight SAARC member countries fall in the 
category of low income economies of the world. 
The basic economic indicators of the member 
countries are given in Table 1.6. This Table shows 
that among the eight member countries of SAARC, 
India was the most thickly populated country with 
a population of 1,559 million in 2010 whereas 
Maldives was the least populated country with a 
population of only 310,000 in the same period. 
GNI per capita was the highest for Maldives which 
was US$5,750 in 2010 while Nepal and Bangladesh 


Table 1.6 Basic Economic Indicators (SAAAC) 


Population GNI Per Capita 
Countries (millions) (dollars) 
(2010) (2010) 


The infusion of new technology, capital and 
investment has often served the cause of regional 
cohesion and strengthened regional organizations. 
Post war Western Europe is one such case. Un- 
fortunately, in spite of South Asia being a market 
of over one billion people and notwithstanding its 
vast still untapped resources, this region has been 
unable to attract adequate foreign investment. On 
the other hand, the area is starved of resources 
and no country has the surplus funds which it can 
make available for a regional purpose or to finance 
regional trade and investment. A way will have to 
be found to fund SAARC projects, which can surely 
grow in size and substance according to the goals 
set by its leaders. Similarly, because of growing 
interdependence of the world economy, South 
Asian countries will have to devise acceptable ways 
to use SAARC for promoting their individual and 
collective economic and commercial interest vis-a- 
vis the outside world. Productive dialogue between 
India and Pakistan in 2012 is a welcome gesture. 


The Impact of Gulf Crisis 


The region was adversely affected by the Gulf Crisis 
and the resulting recession in some developed 
countries, All SAARC countries are net oil importers. 
The increase in oil price had an adverse effect on the 
economy of the region. Countries like India and 
Pakistan had heavily increased their consumption 


ee) an ov 


Bangladesh 164 640 
Bhutan 0.56 1,870 
India 1,171 1,340 
Maldives 031 5,750 
eepe) 30 490 
Pakistan 173 1,050 
Sri Lanka 20 2.290 


Life Adult 
GNI Expeciancy literacy (2009) 
(3 b} at Birth Per centage 
(2010) (2009) of People 
(Years) 15 and above 
M F 
105 66 68 56 
1 65 68 §3 
1,567 63 66 63 
2 75 77 98 
15 66 68 59 
183 67 67 54 
47 71 76 54 


Source: World Development Report 2012, Selected World Devetopment Indicators, New York: Table 16, pp. 392-93. 





















prices and temporary disruption in supplies affected 
agriculture also. 

The return of South Asian workers from the 
Gulf, specially from Kuwait, in large numbers 
resulted in loss in worker’s remittances coupled 
with the cost of repatriation and the slow process 
of their reabsorption in their home economics was 
only the initial shock. In Bangladesh, the reported 
workers’ remittances from all sources in recent years 
was equivalent to more than half of the value of 
merchandise exports. Actual workers’ remittances 
are higher than the remitted ones, since recorded 
inflows are often notoriously underestimated. A 
large part of these remittances came from the Gulf, 
but the exact amounts are not known. Due to recent 
measures of the State Bank of Pakistan, remittances 
through unofficial channels have decreased. Conse- 
quently, inward remittances to Pakistan have 
registered significant increase. This trend must 
continue to our advantage. 


Trade 


Trade expansion is based increasingly on manufac- 
tured exports. Even in Bangladesh where manufac- 
turing still represents only 7.5 per cent of GDP, 
export of garments accounts for 64 per cent of the 
export earnings in recent years. In Sri Lanka, textiles 
represent more than 30 per cent of export earnings. 
Where recession in the developed countries has 
affected the volume of trade, the adverse affects have 
been partly offset by intra-regional transactions. 
Inspite of terrorism, earnings from travel and 
tourism have actually increased. 


SOUTH ASIAN ECONOMIC 
PROSPECTS—2015 


Prelude 


The South Asian Association for Regional 
Cooperation (SAARC) was set up in 1985. It was 
Perceived then to have great potential. Regional 
development was expected to result in goodwill, 
Peace, and tranquility. On several occasions, heads 


countries cannot help resolve the Kashmir dispute. 
The hegemonic aspirations of some countries also 
slow the progress. The SAARC Summit scheduled 
in Dhaka in 2004 could not be held, so there was 
greater world attention in the December 2005 
session. Afghanistan was inducted as a member and 
China was given an observer status. The same forces 
seem to favour peace between India and Pakistan. 


SAARC: Principles 


The principles on which cooperation shall be based 
include respect to the following: 
(1) sovereign equality 
(2) territorial integrity 
(3) political independence 
(4) non-interference in internal affairs of other 
states and to seek mutual benefit. 


Pakistan as viewed by The Economist, London 


In “The World in 2012’ in The Economist, figures 
relating to Pakistan were: 


GDP Growth: 4.3 per cent 


GDP: US$254 billion (ppp. US$541(b) 
Inflation: 10.0 per cent 
Population: 193.1 million 


GDP per head: US$1310 (ppp. US$3660 


Source: The World in 2012, the Economist. 


SAARC: Objectives 


These include promotion of socio—economic 
developments within SAARC countries and to also 
develop a productive relationship with regional and 
international organizations. These objectives can be 
categorized as under: 
(1) Inter-SAARC 
(a) To promote the welfare of the people of 
South Asia and to improve their quality 
of life. 
(b) To accelerate economic growth. 
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(c) To promote active collaboration and 
mutual assistance in the economic, 
social, cultural, technical and scientific 
fields. 

To promote and strengthen collective 
self reliance among the countries of 
South Asia. 

(e} To contribute to mutual trust, under- 
standing and appreciation of one 
another's problems. 

(2) Intra-SAARC 

(a) To strengthen cooperation among 
themselves in international forums and 
with other developing countries. 

(b) To strengthen cooperation with other 
developing countries. 

(c) To cooperate with international and 
regional organizations. 


(d 


——_ 


SAARC: Work Packages 


Ten areas of work within SAARC region were 
identified and assignment were given to various 
SAARC countries. India was given four assignments 
namely: business information and data networking, 
human resource development, science and 
technology, and social dimension of business 
development. Pakistan had two assignments, i.e. 
trade and investment. Sri Lanka was given an 
interesting assignment namely: women entre- 
preneurs. Bangladesh was expected to handle 
telecommunication. Travel and tourism were to 
be handled by Nepal. Bhutan and Nepal had joint 
responsibility for energy. 


SAARC: Background for 


South Asian Economic Union by 2015 and 
beyond 


The idea of regional cooperation in South Asia 
first evolved during 1977-80 and Bangladesh took 
the initiative of setting up SAARC. In August 
1983, Foreign Ministers met in New Delhi and the 
Declaration on South Asian Regional Cooperation 
(SAARC) was made and Integrated Programme of 
Action (IPA) was formally launched. 

In 1985, the Charter of SAARC was adopted in 
Dhaka. IPA, consisting of eleven areas of cooperation, 
is the key component of the SAARC’s functions. 
These include agriculture, communications, educa- 


tion, culture and sports, environment and meteoro- 
logy, health and population activities, prevention of 
drug trafficking and drug abuse, rural development, 
science and technology, tourism, transport, and 
women in development. 

Initial steps taken for a long-term objectives of 
South Asian Economic Union by 2010 so far have 
included the following: 

1. Agreement on SAPTA (South Asian Pre- 
ferential Trading Arrangement) was signed 
during the Seventh SAARC Summit in Dhaka. 
This entered into force on 7 December 1995, 
This had the following two forward linkages: 
(a) Gradual reduction and eventual elimina- 

tion of tariffs within SAARC. 

(b) A step on the road to creating a 
SAFTA (South Asian Free Trade Area). 
Accelerated efforts are needed to imple- 
ment bilateral and multilateral initiatives 
to promote economic cooperation. 

2. Bold initiatives have also been taken in respect 
of developing institutional framework. These 
institutions need to be strengthened for their 
vibrant functions so that positive steps are 
taken to crystallize the dream of South Asian 
Economic Union by 2015. 

Some of the pertinent institutions of SAARC 
include: 

(a) Promoting people-to-people contact. 

(b) SAARC Regional Institutions: 

(i) SAARC Agricultural Information 
Centre (SAIC), Dhaka, Bangladesh. 

(ii) SAARC Documentation Centre (SDC), 
New Delhi, India. 

(c) The following SAARC Funds have been 

established so far: 

(i) SAARC Fund for Regional Projects 

(SFRP) (1991). 
(ii} SAARC—Japan Special Fund (27 Sept. 
1993), Kathmandu, Nepal. 

(iii) South Asian Development Fund (SADF) 

—(1995) New Delhi, India. 


SAARC: Prospects for Vision 2015 and beyond 


SAARC is the largest geo—economic block with 1.56 
billion people. Its combined average growth is over 
6 per cent. Its plan includes a common market, 
ie, SAPTA. This represents a hope for the largest 
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pool of poor people of the world, with a consumer 

base of over 450 million people in the middle class 

bracket. Being larger than any economic block of the 
world, it has the potential of making a significant 
contribution to global economic growth. 

SAARC region has the following attractive 
features: 

1. It has one of the most ancient living civiliza- 
tions in the world. 

2. All regions, faiths, and ideologies of the 
world are gathered here. 

3. It is maturing and is poised to become 
an important economic force forming a 
common market called SAPTA and later 
SAFTA capable of changing all traditionally 
known economic parameters. 

4, It contains the largest irrigated land areas in 
the world with over 67 million hectares. 

5. It has the second largest railway network of 
the world after the U5. 

6. It has one of the largest populations 
acquainted with English. 

7, It has labour force of 423 million people. 
This is the largest of any other economic 
block in the world. 

8. It also is home to a large number poor 
people but job opportunities and self- 
employment schemes have increased in all 
SAARC countries. 

9. With a combined average growth rate of 
more than 6 per cent, SAARC will have a 
combined population of 1.56 billion people 
and the total consumer base will surpass 750 
million. This will be the largest number of 
consumers in a single economic block in the 
world, 


SAARC Chamber of Commerce and Industry 
(SCCI): A Strong Logistic for South Asian 
Economic Union by 2015 and beyond 


SAARC Chamber of Commerce and Industry 
(SCCI) was set up in 1992 as the official and apex 
body of all the national federations of chambers of 
commerce and industry with its headquarters in 
Pakistan. Its mission is consistent with the aim of 
improving SAARC’s position in world trade as well 
as within SAARC region itself. 
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SCCI's plan will endeavour to achieve SAARC 
Economic Union through: 

(1) Mutual cooperation, and 

(2) Bring about harmonious and healthy 
economic relations between the business 
communities of the region. 

The general expectation is that the above Union 
will serve as a bridge to globalization and will help 
to overcome the socio-political differences within 
the region. 

SCCI’s contributions towards establishment of 
South Asian Economic Union by 2010 are geared to 
the following goals: 

(1) To serve as voice of business community of 
the region at national, regional and global 
forums. 

(2) To endeavour to bring about necessary 
economic cooperation in all spheres of the 
SAARC region. 

(3) To encourage investments and joint ventures 
within and outside the region to ensure that 
the benefits of economic cooperation are 
realised for the region. 

(4) To encourage the private sector in the 
process of industrialisation and also to 
act as a change agent while allowing the 
governments to develop the infrastructure 
jointly and implementing policies which can 
minimise dislocations to economic growth 
and social development. 


Intra-regional Investment 


The business communities of the SAARC countries 
need to be encouraged to come forward with 
intra-regional investment proposals covering the 
following areas: 

(1) Investment promotion 

(2) Investment protection 

(3) Repatriation of profits 

(4) Avoidance of double taxation 

(5) Arrangements for settlement of trade 

disputes among SAARC member states. 


A strategy needs to be devised to evolve common 
agreements for the region as a whole on mutual 
basis for the above subjects. The share of SAARC 
in World Trade, based on the World Development 
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Report 2002, is 1.03 per cent. This shows that the 
scope of intra-regional trade is very wide. 


Agenda for South Asian Economic Union by 2015 


Year 2001 was set as target to achieve SAFTA. This 
was expected to set pace of development in core 
trade and economic cooperation in the member 
countries. However, the dream has yet to be realized. 
The recent advance in the relations between Pakistan 
and India are likely to have favorable impact. 

The ninth SAARC Summit was held in Male, 
Maldives during 12-14 May 1997 and established a 
Group of Eminent Persons (GEP). 

This group was asked to undertake the following 
tasks; 

1. Develop a long range vision. 

2. Formulate a perspective plan of action 
including a SAARC agenda for 2000 and 
beyond. 

3. Clarify the targets that can and must be 
achieved by the year 2020. 


The recommendations were presented in the 
two-day SAARC Summit held on 5-6 January 2002 
in Kathmandu, Nepal. South Asian Economic Union 
by 2015 is expected to result as under: 

1. With new enthusiasm in the markets and 
shifting economies on combined scale, 
dependence of their GNP will reduce in 
coming years. 

2. An increased collaboration and harmonious 
relationship could help reduce the defence 
budgets to much lower points. On the assump- 
tion that these released funds are allocated 
for developmental Programmes, the growth 
indicators could sharply move forward. 

3. Marketing plans for these countries can be 
more or less unique and specially for consumer 
products and services like entertainment. 


SAARC Summit January 2002 


The establishment of a South Asian Economic Union 
proposed during the SAARC summit held on 5 and 
6 January 2002 at Kathmandu. The preliminary 
requirements were identified to be: 
1. Promote mutual trust and understanding, 
peace, stability, amity, and accelerated socio- 
economic cooperation. 


2. Foster good neighbourly relations, relieving 
tensions, and building confidence. 

3. Finalize a regionally agreed investment frame- 
work to meet investment needs of the member 
states. 

4, Promote South Asia as a common tourist 
destination by upgrading infrastructure, air 
linkages, simplification, and harmoniza- 
tion of administrative procedures and joint 
marketing. 

. Combat poverty. 

6. Focus on rural microcredit programmes 
for women and the disadvantaged, widen 
opportunities for gainful employment and 
reconstitute the independent South Asian 
Commission on poverty alleviation. 

7. Finalize the SAARC Social Charter including: 
(a) Poverty eradication. 

(b) Population stabilization. 

(c) Empowerment of women. 

(d) Youth mobilization. 

(e) Human resource development. 

(f) Promotion of health and nutrition and 
protection of children. 


wn 


SAARC Summit January 2004 


The SAARC Summit held in Islamabad, Pakistan 
in January 2004 reaffirmed the idea of establishing 
South Asian Economic Union. 

In this Summit, the 43-point Islamabad 
Declaration* was released covering strengthening 
regional cooperation in various areas, i.e. economics, 
poverty alleviation, science and technology, social, 
cultural, environment, combating terrorism, SAARC 
Award, information and communication, SAARC 
Integrated Programme of Action, subregional 
cooperation, inter-regional cooperation, and 
enhancing political cooperation and security of 
small states. 

Subsequently several Summits were held, but 
unfortunately, the progress of turning SAARC 
into a vibrant economic era appears to be delayed. 
SAARC suffers from political problems and 
constraints. The inter-SAARC trade, investments, 
and sharing of thoughts continues to be stifled. It is 
high time that SAARC, which has a population of 22 


* For full text visit 
http://www.infopak.gov.pk/saarc/Islamabad_decaration.htm 





per cent of the whole world, must eliminate poverty, 
promote employment, generate investment, and 
usher in a new era of prosperity. These challenges 
can be met provided the political leadership address 
these issues and find solutions for promoting 
trade and investments through free mobility of 
people. Grassroots approach of permitting trade, 
investments and related aspects across the border of 
SAARC region, while maintaining the political and 
economic sovereignty of each constituent country. 
Subsequently several Summits have been held. 


Conclusion 


SAARC countries should collectively strive to 
remove all political impediments, and set up the 
South Asian Economic Union. A five year period 
is sufficient for a national economic plan, it should 
be sufficient for achieving a regional economic 
objective. 


ECONOMIC OVERVIEW: 2011-2012 


The Government remained focused on maintaining 
macroeconomic stability, growth, mobilizing 
domestic resources and increasing exports, balanced 
regional development and providing safety nets 
for the vulnerable sectors of the economy. Despite 
numerous challenges, the economy performed better 
in 2011-12 than in many developed and developing 
economies. These included sharp increase in fuel 
and commodity prices, a recessionary trend globally 
and weak inflows. Domestically, the economy faced 
heavy rains in Sindh and parts of Balochistan that 
cost $3.7 billion. Notwithstanding these challenges, 
the Gross Domestic Product growth for 2011-12 
is estimated at 3.7 per cent as compared to 3.0 per 
cent last year. 

in comparison, the global recovery is threatened 
by intensifying strains in the Euro area and fragile 
economies elsewhere. The International Monetary 
Fund has maintained its growth forecast of 2.1 per 
cent for United States in the year 2012, a negative 
0.3 per cent for Euro area, 0.8 per cent for United 
Kingdom, 5.7 per cent for Emerging and Developing 
Economies after factoring China (8.2 per cent) and 
India (6.9 per cent) and 2.0 per cent for Japan. 
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Despite global slowdown, Pakistan has managed 
to maintain its exports during July-April 2012 to 
last year’s level which saw a phenomenal growth. 
Remittances remained buoyant and estimated at 
close to $13 billion, an increase of 16 per cent. A 
recessionary trend globally has, however, impacted 
capital flows to Pakistan. Current account balance 
were affected due to a sharp increase in oil prices 
and the import of 1.2 million metric tons of 
fertilizer. | 

Tax measures enforced by the Government in 
April 2011 have yielded a dividend. July-April 2012 
growth in FBR tax revenues demonstrated a growth 
of 24 per cent with Rs. 1,445 billion as compared to 
Rs. 1,250 billion last year. Efforts are underway to 
reach the ambitious target of 1,952 billion. Non-tax 
receipts have been less due to non disbursement of 
anticipated coalition support funds and delaying the 
expected auction of 3 G license to the later part of 
summer. 


GROWTH AND STABILIZATION 


The economy is now showing signs of a modest 
recovery. GDP growth for 2011-12 has been 
estimated 3.7 per cent as compared to 3.0 per cent 
in the previous fiscal year 2011. The Agriculture 
sector recorded a growth of 3.1 per cent against 
2.4 per cent last year. Large Scale Manufacturing 
(LSM) growth is 1.1 per cent during July-March 
2011-12 against 1.0 per cent last year. Overall, 
the commodity producing sectors, especially the 
Agriculture sector have performed better. The 
Services sector recorded growth of 4.0 per cent in 
2011-12. 


FLoop IMPACT ASSESSMENT 


This assessment was has been achieved despite 
severe monsoon rains that triggered floods of 
an unprecedented scale in Southern Pakistan, 
engulfing 23 districts of the Sindh Province and 
adjoining areas of northern Balochistan that damage 
crops, infrastructure and human settlements, thus 
adversely affecting national economy. 
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According to the World Bank and the Asian 
Development Bank (ADB) Damage and Needs 
Assessment (DNA) Report, approximately, 
9.6 million people were affected in Sindh and 
Balochistan as a result of these rains. The total 
damages estimated in Agriculture, Energy, Transport 
and Communication, Health, Environment sectors 
as well as the Forestry, Water Supply and Sanitation 
amounted to Rs. 324.5 billion (US$3.7 billion).The 
rehabilitation and Cost of recovery is estimated at 
Rs. 239 billion (US$2.8 billion). This is in addition 
to damages of $10 billion to the economy during 
2010 floods. 


Commodity Producing Sector: The commodity 
producing sector has performed better in fiscal 
year 2011-12 as compared to last year. Its growth 
rate this year was 3.3 per cent against 1.5 per cent 
during last year. 


Agriculture Sector is a key sector of the economy 
and accounts for 21 per cent of GDP. The 
supportive policies of the government resulted in 
a growth of 3.1 per cent against 2.4 per cent last 
year. Major crops registered an increase of 3.2 
per cent compared to a negative growth of 0.2 per 
cent last year. The major crops including cotton, 
sugarcane and rice saw a growth of 18.6 per cent, 
4.9 per cent and 27.7 per cent in production that 
respectively. However, preliminary estimates of 
wheat production showed a negative growth due to 
late receding of flood waters in lower Sindh which 
hampered the timely cultivation of wheat. Livestock 
has witnessed a marginally higher growth of 4.0 
per cent against the growth of 3.97 per cent last 
year. Fisheries sector showed a growth of 1.8 per 
cent, Forestry recorded a growth of 0.95 per cent 
as compared to the contraction of 0.40 per cent 
last year. 


Manufacturing Sector: The growth of the 
Manufacturing sector is estimated at 3.6 per cent 
compared to 3.1 per cent last year. Small scale 
manufacturing maintained its growth of last year at 
7.5 per cent and slaughtering growth is estimated at 
4.5 per cent against 4.4 per cent of last year. 


Large Scale Manufacturing (LSM) has shown a 
growth of 1.1 per cent during July-March 2011-12 
against 1.0 per cent last year. 

The Construction Sector has shown negative 6.5 
per cent growth as compared to positive growth of 
7.1 per cent last year. 

Mining and Quarrying sector recorded a positive 
growth of 4.4 per cent during July-March of the 
fiscal year 2011-12 against negative growth of 1.3 
per cent last year. Electricity and gas distribution 
witnessed a negative growth of 1.6 per cent against 
-7,3 per cent last year. 


Services Sector: The Services sector has registered 
a growth rate of 4.0 per cent during July-March of 
the fiscal year 2011-12 against 4.4 per cent last year. 
It is dominated by Finance and Insurance at 6.5 per 
cent, Social and Community Services 6.8 per cent 
and Wholesale and Retail Trade 3.6 per cent. 


Consumption: Real private consumption grew at 
11.6 per cent in fiscal year 2011-12 as compared to 
3.7 per cent growth last year and real government 
consumption grew at 8.2 per cent as compared 
to 5.2 per cent last year. Private consumption 
expenditure has reached 75 per cent of GDP; 
whereas public consumption expenditures are 13 
per cent of GDP. Private consumption has increased 
due to the sustained growth in remittances. Total 
consumption has reached 88.4 per cent of GDP in 
the fiscal year 2011-12 as compared to 83 per cent 
in the last fiscal year. Furthermore, an increase in 
rural income is due to higher production of crops 
and sharp increase in commodity prices that also 
supported the consumption demand. 


Per capita real income grew at 2.3 per cent in 
2011-12 as compared to 1.3 per cent growth last 
year. In dollar terms, it increased from $1258 in 
2010-11 to $1372 in 2011-12. 


Real Investment has declined from 13.1 per cent of 
GDP last year to 12.5 per cent of GDP in 2011-12; 
fixed investment has declined to 10.9 per cent of 
GDP in 2011-12 from 11.5 per cent of GDP last 
year. Similarly Private investment also contracted 
to 7.9 per cent of GDP in 2011-12 as compared to 











8.6 per cent of GDP last year. Public investment as 
a per cent of GDP is 3.0 per cent in 2011-12 against 
the 2.9 per cent last year. National savings are 10.7 
per cent of GDP in 2011-12 as compared to 13.2 
per cent in 2010-11. 


Foreign Direct Investment stood at $668 million 
during July-April 201 1-12 as against $1293 million 
last year. The capital flows were affected because 
of global financial crunch and euro zone crisis. Oil 
and Gas Exploration remained the major sector 
for foreign investors. The share of Oil and Gas 
Exploration in total FDI during July-April 2011-12 
stood at 70 per cent. 


Workers’s Remittances witnessed a strong growth 
of 25.8 per cent in 2011 over the previous year 2010. 
During July-April 2011-12, worker's remittances 
grew by 20.2 per cent at $10.9 billion. The 
buoyancy in remittances is largely attributed to the 
government's efforts to divert remittances from 
informal to formal channel. Data on remittances 
suggests that the monthly average for the period of 
July-April 2011-12 stood at $1.09 billion compared 
to $0.90 billion during the corresponding period last 
year. The upsurge in the remittances is attributed to 
the government's efforts of redirecting these flows 
from informal to formal channels. 


Fiscal Development: The Medium Term Budgetary 
Framework has improved the budget preparation 
process. Medium-term fiscal framework and budget 
policies have been incorporated into a medium- 
term Budget Strategy Paper on rolling basis, which 
include medium-term indicative budget ceilings 
for the recurrent and development budgets, and 
provides an opportunity to discuss the budget 
between technical and political levels prior to the 
presentation of the annual budget. The political 
level involvement includes Cabinet, Standing 
Committees on Finance & Revenue, and political 
parties. The Output Based Budget (OBB) has also 
been institutionalized by the federal government 
which presents policies of the ministries in the 
form of goals, outcomes, outputs and medium-term 
budgets. The OBB also presents key performance 
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indicators for the outputs to introduce government 
wide monitoring system. 

The 18th amendment in the Constitution of 
the Islamic Republic of Pakistan was a historic 
step forward abolishing the concurrent list and 
transferring additional functions to the Provinces. 
It was combined with a path breaking 7th National 
Finance Commission Award in 2010. In addition, 
the Government resolved Jong standing demands 
of the Khyber Pakhtunkhwa relating to Net 
Hydel Profit and Royalty and Gas Development 
Surcharge of Sindh and Balochistan. The award 
also acknowledged multiple criteria for transfer of 
resources. Balochistan’s share has increased from 
5.1 to 9.0 per cent. Likewise, Khyber Pakhtunkhwa 
has been assigned ! per cent of the total divisible 
pool to mitigate the impact of campaign against 
extremism. This has allowed the transfer of 70 
per cent of the divisible pool to the provinces and 
FATA and Gilgit~Baltistan. During the last two 
years, the Federal Government has transferred 
over an additional Rs. 800 billion over 2009-10 
resource transfer of Rs. 633 billion. This should help 
the provinces to earmark more resources to social 
sectors and development of infrastructure. 

The Government continued its efforts to broaden 
the tax base by simplifying the tax structure. Efforts 
are underway to move towards two main taxes, 
i.e. income tax and sales tax. As a result, Special 
Excise Duties and Regulatory Duties have been 
abolished. A three years plan to phase out Federal 
Excise Duties is under implementation. Capital 
Gain Tax has been levied on sales of securities in 
the stock exchange. Sales tax exemptions and zerc 
ratings have been withdrawn on all items including 
textile, leather, fertilizer, pesticides, sports good: 
and tractors except food items, health, educatior 
and agriculture produce. The Government ha: 
strengthened automated e-filing and electronic 
payment and refund system to ensure expeditiou: 
settlement of refund claims expeditiously. Fo 
this, a centralized sales tax refund cheque issuance 
system is now operational in the Federal Boarc 
of Revenue. Broadening the tax base identifyin; 
potential taxpayers has remained a key focus fo 
which a dedicated unit has been established in th 
FBR. These efforts are now paying dividend. Th 
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Federal Board of Revenue starget for 2011-12 was 
set at Rs. 1,952 billion. During first ten months, 
tax collection stood at Rs. 1,426.0 billion against 
Rs. 1,149.8 billion in the comparable period of last 
year, showing an increase of 24 per cent. It does not 
include Rs. 19 billion collected by Sindh province on 
GST on services. 

Efforts are being made to manage the 
fiscal deficit within acceptable level through 
an expenditure management strategy, austerity 
measures and reforms in public sector enterprises. 
The government is committed to simplification of 
tax regime, broadening the tax base and mobilizing 
domestic resources. The operational expenditure 
of the federal ministries was reduced by 20 per 
cent. A general ban was placed on recruitment 
and purchase of durable goods. Official transport 
assigned to entitled officers of BPS-20 to 22 was 
monetized to reduce expenditure on POL and 
repair and maintenance as well as drivers. Subsidy 
expenditure was rationalized. As a result of these 
efforts, overall fiscal deficit was at 5.0 per cent 
of GDP in July-April 2012 against 5.5 per cent 
of GDP of the comparable period of last year. It 
is noteworthy that containing the deficit during 
the period under review was quite challenging as 
the burden of financing fell directly on domestic 
sources due to the non materjalization of external 
inflows. 

Unlike the past, it was for the first time in many 
years that Public Sector Development Programme 
did not face any cuts. Despite huge financial 
constraints, the Government made a special effort 
to fully fund the PSDP. Accordingly, Rs. 304 billion 
were released that facilitated in completion of 200 
projects. The Government efforts can be gauged 
from the fact that Rs.2.2 trillion were provided 
during the last four years for PSDP. 


Money and Credit: The SBP lowered the discount 
raté by cumulative 200 bps points to 12 per cent 
during the first half of fiscal year 2011-12 in line 
with inflationary trend in the country. During the 
first eleven months of the current fiscal year (June 
2011-11 May 2012) broad money (M2) witnessed an 
expansion of 9.1 per cent as compared to 11.47 per 
cent as compared to last year. The deceleration in 


money supply is primarily driven by the significant 
fall in the Net Foreign Assets of the banking system 
along with increased government borrowing and a 
one-off settlement of circular debt. Net Domestic 
Assets (NDA) during July 2011-11 May 2012 
stood at Rs.880.9 billion against Rs. 481.6 billion 
during the same period last year. The expansion in 
NDA is mainly contributed by a rise in demand for 
private sector credit and government borrowings. 
Conversely, Net-Foreign Assets (NFA) witnessed a 
contraction. During July 2011-11 May 2012, credit 
to the private sector witnessed a net increase of 
Rs. 234.8 billion compared to Rs. 107.8 billion in 
the same period last year. Year-on-year growth in 
private sector credit was up 7.5 per cent by 11th 
May 2012. 

The weighted average lending rate (including 
zero mark-up) on outstanding loans stood at 12.8 
per cent while the weighted average deposit rate 
(including zero mark-up) stood at 6.98 per cent 
in March 2012. This resulted in a spread of 5.8 per 
cent. The decline in the weighted average lending 
rate is due to the lag involved in contracting fresh 
loans in the new declining interest rate environment 
and the decline in banks return on government 
securities. It is pertinent to mention that since 
the SBP was following a tight monetary policy till 
August 2011 and the interest rates were moving up, 
the banking spread remained high. 


Capital Markets: The KSE 100 index stood at 
12,496 on 20 June 2011. It crossed the barrier of 
14,000 and closed at 14,618 on 7 May 2012, the 
highest level seen in last four years showing a 
growth of 17 per cent over the closing index of last 
financial year. The Government has now levied 
Capital Gain Tax on securities. The net investment 
by the foreign investors in Pakistan’s Stock Markets 
during July-March 2011-12 reflected a net outflow 
of US$176 million. This indicates that bullish trend 
observed in Pakistani equity market is due to the 
restoration of the confidence of local investors and 

institutions. During fiscal year 2011-12, the leading 

stock markets indices of the world observed mixed 

trends with negative growth of 18.1 per cent in 

China to 19.03 per cent positive growth in case of 
Philippines. Pakistani Stock market performed well 








as compared to markets of the world during the 
current fiscal year. This was mainly due to the steps 
taken by the government to boost the confidence of 
the equity market investors which included reforms 
in the capital gains tax, etc. 

The Government has enacted Stock Exchanges 
(Corporatization, Demutualization and Integration) 
Act, 2012 which will further strengthen the 
country’s stock markets. The law requires stock 
exchanges to be demutualized within 119 days of its 
promulgation in accordance with timelines specified 
for completion of various milestones involved 
in demutualization exercise. Corporatization, 
demutualization of stock exchanges would entail 
converting their structure from non-profit, mutually 
owned organization to for-profit entities owned by 
shareholders. 

Demutualization would result in increased 
transparency at stock exchanges and greater balance 
between interests of various stakeholders by clear 
segregation of commercial, regulatory functions and 
separation of trading rights and ownership rights. 
Demutualization is well-established global trend 
and almost all stock exchanges worldwide operate in 
demutualized set up. The enactment of this law has 
brought Pakistan capital market at par with other 
international jurisdictions like India, Malaysia, 
Singapore, USA, UK, Germany, Australia, Hong 

Kong, Turkey among others, It will help expand 
market outreach, attract new investors, Improve 
liquidity and enable stock exchange to attract 
international strategic partners. 


Inflation: Price stability remained the priority of 
the government. The Government has constituted 
a National Price Monitoring Committee headed 
by the Finance Secretary with representatives of 
Federal Ministries and Provincial departments. 
The Committee meets every month. In addition, 
the Cabinet and the Economic Committee of the 
Cabinet monitors the prices of essential items 
and take corrective measures to ensure that 
prices remain under check. These efforts have 
yielded results. Inflation has declined for the third 
consecutive year. CPI was 10.8 per cent during July- 
April 2012 from a high of 25 per cent in October 
2008. It was in single digit in December 2012. 
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This has been achieved despite sharp increase in 
international oil prices, effect of upward adjustment 
in the administered prices of electricity and gas, 
supply disruptions due to devastating floods of 2010 
and heavy rains of 2011 and bank borrowings. Food 
and non-food inflation averaged 11.1 per cent and 
10.7 per cent respectively against 18.8 per cent and 
10.8 per cent in the same period of last year. 


Trade and Payments: The Government vigorously 
pursued to secure a concessional duties package 
on 75 items from the European Union. The World 
Trade Organization approved the package this year. 
It is expected that this will boost Pakistan's exports 
to EU, one of the major trading partner of Pakistan. 
Exports witnessed a strong performance last year 
attaining the highest level ever of $25 billion 
showing a growth of 30 per cent. It reflected both 
the price and quantity effect. Despite euro zone 
crisis, impacting the demand for Pakistan goods, 
Pakistan has successfully maintained its exports 
at last year’s until April this year. Exports during 
July-April 2012 were $20.5 million compared to 
$20.46 billion last year. The Afghan Transit Trade 
Agreement (APTTA) has encouraged formal trade 
between Pakistan and Afghanistan and the volume 
has risen to around $2.5 billion annually. Efforts 
are underway to formalize Free Trade Agreements 
and Preferential Trade Agreements with many 
countries. It will help boosting Pakistan's exports 
Efforts are also in hand to normalize trade relations 
with India. | 
Imports grew by 14.5 per cent and stood at $33./ 
billion during July-April 2012. The current accoun 
deficit stood at $3.4 billion in the same period. | 
was largely as a result of high oil prices and impor 
of fertilizers. Continued support from curren 
transfers in the form of workers’ remittances helpe: 
in containing current account balance. 
Pakistan has witnessed some geographic: 
diversification in exports. During 2005-06, 47.2 pe 
cent of the country's exports were concentrated i 
five markets (USA, UK, Germany, Hong Kong an 
UAE) of the world and remaining share of all oth 
countries was 52.8 per cent. This concentration 
on continuous decline since 2005-06 and recent 
the share of these five markets stood at 35.7 per ce: 
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whereas the share of all other countries increased 
to 64.3 per cent during July-December 2011-12. 
This improvement in geographical diversification 
was mainly the result of Strategic Trade Policy 
Framework (STPF-2009-12) introduced by the 
government and the resulting increase in exports 
to China, Afghanistan and Bangladesh. 

Pakistan’s foreign exchange reserves reached to 
$16.5 billion at the end-April 2012 compared to 
$17.0 billion at end-April 2011. The exchange rate 
averaged at Rs. 85.50/US$ during July-April 2010- 
11, whereas it averaged at Rs. 88.55/US$ during 
July-April 2011-12. The Pak Rupee depreciated 
by 3.4 per cent during July-April 2011-12 over the 
depreciation of 2.2 per cent in July-April 2010-11 
period. 


Public Debt: Pakistan’s public debt stood at 
Rs. 12,024 billion as of 31 March 2012. During 
first nine months of the ongoing fiscal year, total 
public debt registered an increase of Rs. 1,315 billion 
which includes Rs. 391 billion consolidated by the 
Government into public debt against outstanding 
previous year’s subsidies related to food and energy 
sectors. Public debt as a per cent of GDP stood at 
58.2 per cent by end-March 2012. During July- 
March 2012, $179 million was added to the EDL 
stock. At the end of March 2012, servicing of the 
public debt stood at Rs.720.3 billion against the 
budget amount of Rs. 1034.2 billion. 


Population, Labour Force and Employment: 


Pakistan is endowed with demographic dividend 
with a burgeoning young population. They can be 
a productive asset of the country if given proper 
training and skill development. Pakistan is also 
facing rapid urbanization. The population in urban 
areas has increased from 65.3 million in 2010-1] 
to.67.5 million in 2011-12. Accordingly, cities 
development is one of the key pillars of Pakistan’s 
growth framework. 

According to the Labour Force Survey 2010-11, 
Pakistan has a labour force of 57.2 million people 
which is 0.9 million more than the last year. Out 
of this potential labour force, the total number of 
people that were employed during 2010-11were 


53.8 million, which is 0.6 million more than the 
previous year. The total labour force working in 
the agricultural sector remained unchanged during 
the period 2008-2011. In the manufacturing sector, 
the participation rate has increased from 13.2 per 
cent in 2009-10 to 13.7 per cent in 2010-11. Efforts 
are being made to develop an efficient, equitable 
and rights based labour market that provides 
the mechanisms for productivity growth in the 
economy which results in real-wage increases. 

The government is making an all out effort to 
boost overseas employment which will not only 
reduce the unemployment burden in the country 
but will also increase remittances. In this regard, 
MoUs have been signed with number of labour 
importing countries such as Malaysia, Kuwait, and 
Qatar etc. Emigrants sent abroad in 2010 were 0.4 
million and 0.5 million in 2011. Saudi Arabia, Gulf 
State including United Arab Emirate (UAE), Oman 
and Kuwait are the largest market of Pakistani 
workers. 


Transport and Communication: The transport 
and communication sector is a major contributor 
to government revenues. Sustainable economic 
development is dependent on a robust and low cost 
transport system. Enhanced export competitiveness 
is also contingent upon the efficient performance 
of this sector. The government is committed to 
implementing a comprehensive and modernizing 
transport and logistics sector through continuous 
reforms in all of its sub sectors. The Ministry of 
Communications has prepared a draft National 
Transport Policy which covers all modes of 
transport sectors i.e. (i) Roads, (ii) Railways, (iii) 
Ports and Shipping and (iv) Aviation. This policy 
also includes the National Transport Corridor 
Improvement Programme (NTCIP) to make it more 
productive and environment friendly. 

The National Highway Authority completed 12 
projects of flyovers, bridges, interchanges and the 
upgrading of roads during the last one year at a 
cost of Rs. 19.6 billion. At present, 46 development 
projects of roads covering 2,985 kms are ongoing 
costing Rs. 245 billion in different sections/ 
packages. These projects include construction 
of roads, river bridges, tunnels, flyovers and 
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interchanges. NHA has also launched and awarded 
16 new development projects covering over 500 
kms, including construction of a number of bridges, 
flyovers and interchanges costing Rs.71 billion. 
NHA is simultaneously constructing 12 bridges 
across the rivers. These are: 4 on river Chenab, 2 on 
river Sutlej, 1 on river Swan and 5 on river Indus. 

The Cabinet Committee of Restructuring 
(CCOR) approved a restructuring framework for 
Pakistan Railways (PR). New Board of Directors of 
PR has been instituted, involving academia, manage- 
ment professionals, rail experts and executive 
functionaries. The Government arranged Rs. 6 
billion loan for repair of locomotives and freight 
operations are also being prioritized for revenue 
generation. PR is being provided Rs. 2.3 billion per 
month from the budget to finance pay and pensions 
of Railway employees. An Asset Management 
Company is being established for optimum 
utilization of PR’s assets. Private sector involvement 
is moving forward, and the Chamber of Commerce 
and Industries Lahore has been engaged for freight 
transportation from Karachi to Lahore. Commercial 
management of rail operations and outsourcing of 
non-core functions is being initiated with an aim to 
improve efficiency of rail operations. Private Sector 
is also running a passenger train. 

During the financial year 2011-12, 16 kms of 
track was rehabilitated on the Pakistan Railways 
network besides doubling the previous 15 kms of 
track. Construction of a D Class railway station 
at new Multan City, renovation of Khudian Khas, 
Usmanwala, Raiwind and Kanganpur railway 
stations was carried out. Signaling system of four 
railway stations damaged during the riots of 2007 
was vestored during this period. During February 
2012, 52 new design passenger coaches were 
imported from China. Remaining 150 passenger 
coaches will be manufactured at Pakistan Railway 
Carriage Factory, Islamabad, by 30 June 2013. In 
addition, 22 passenger coaches have been vestored 
at the Pakistan Railway Carriage Factory, Islamabad 
during the last year. A new dry port was set up at 
Prem Nagar near Raiwind industrial area, Lahore 
through public-private partnership. 

Teledensity in the country has increased by 
68.3 per cent in April 2012, showing 6.7 per cent 
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growth as compared to the previous year. Mobile 
penetration rose to 64.9 per cent in 2011-12 
against 60.4 per cent in 2010-11. Fixed Local Loop 
teledensity now stands at 1.93 per cent. Total mobile 
subscribers is 118.3 million at the end of March 
2012. Subscribers of Local Loop (FLL + WLL) are 
5.9 million, of which 3.10 million are FLL and 2.8 
million are WLL. Broadband subscribers reached 
1.9 million at the end of February 2012. 

There has been a cumulative investment of 
approximately US$2.5 billion in the electronic 
media industry in Pakistan. More than 200,000 
new jobs with diversified skills and qualifications 
have been provided. Additionally, over 7 million 
people have been accommodated through indirect 
employment. With the current growth rate of more 
than seven per cent per annum in this sector, it i 
estimated that the cumulative investment in the 
electronic media industry will reach above $3 billior 
dollars by the end of the current financial year. 


Energy: Energy is the lifeline of economic 
development. Pakistan’s economy has been growing 
at an average growth rate of almost 3 per cen 
for the last four years. The demand for energy 
both at the production and consumer end i 
increasing rapidly. The Energy Committee headec 
by the Finance Minister presented a well articulatec 
Energy Recovery Plan to the Cabinet in Novembe 
2011 which was approved after due deliberations. 


The Plan focused on: 

(i) Improving governance structure: it include 
dissolution of PEPCO and replaced by Centra 
Power Purchase Authority, constituting nev 
Boards of Directors (BODs) of 8 DISCOs an: 
NTDC comprising professionals, issuance c 
explicit guidelines of professionalizing th 
BOD, hiring professional CEOs for DISCO: 
GENCOs and CPPA, and business plans fo 
each DISCO and GENCO to be develope 
by the newly hired CEO and approved by th 
new Board. 

Supportive legislative framework: NEPR. 
law was amended authorizing NEPRA t 
notify fuel adjustment, Cabinet has approve 
amendment making electricity theft a seriot 
crime. 


(ii) 
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(iii) Financial Sustainability of the System: the 
Government has increased electricity tariff 
by 90 per cent and Rs.1.25 per kwh very 
recently to recover the full cost of electricity 
supply which is still Rs.3 per kwh below the 
determined tariff. 

(iv) Resolution of Circular Debt: the Government 
has provided Rs. 1122 billion from the budget 
during the last four years to resolve circular 
debt issue. However, extremely low collection 
than required (90 per cent of the billed 
amount) by DISCOs always leaves a high 
balance as receivables. 

(v) Supply Side Management: reduction in 
transmission and distribution losses as well as 
running the most efficient plants. 

(vi) Demand Side Management: Standard 
Operating Procedure (SOP) issued for 
recovery of private receivables, a limit of 
45 days for payment overdue has been set 
for disconnection, Loss mapping in each 
DISCO initiated to identify losses and their 
sources, Government facilitating recovery of 
dues of Provincial and Federal Government 
departments, and Media campaign for prudent 
use of electricity. 

(vii) Promoting Private Sector Participation, 

(viii) Changing fuel mix. 

(ix) Changing energy mix moving towards hydel 
and coal based generation. In addition, the 
Government has launched a major energy 
conservancy programme that includes two 
holidays a week, closing the markets at 
8:00 p.m., lighting alternate pole of the 
Municipalities and using air conditioners in 
offices after 11:00 a.m. 


The contribution of Hydel in electricity generation 

increased to 33.6 per cent in 2011. 

« Karachi Electricity Supply Corporation 
(KESC) contributed 8.3 per cent. 

* Pakistan Atomic Energy Commission (PAEC) 
3.6 per cent. 

« Kot Addu Power Company (KAPCO) 6.2. 

* The Hub Power Company (HUBCO) 9.1 per 
cent to total electricity generation. 

« Independent Power Producers (IPPs) have 

+ contributed almost 25 per cent. 


¢ The Government is implementing a number 
of priority hydel projects such as 969 MW- 
Neelum Jhelum, 1410 MW-Tarbela 4th 
Extension, and Patrind in the private sector. 
Almost 96 per cent of the work on the main 
dam at Mangla, spillway and allied facilities 
are being completed and resettlement work 
is in progress. Likewise 99.7 per cent work 
on Satpara and 72.1 per cent on Gomal Zam 
dam have been completed. 7100 MW-Bunji, 
4320 MW-Dasu, 80 MW Kurram Tungi 
Dam, 740-MW Munda Dam and 4500 MW- 
Diamer Bhasha Dam are in the pipeline. 
Pakistan is one of the beneficiaries of Tetra- 
partner power import project under the head 
of Central Asia-South Asia (CASA-1000) 
electricity trade. In addition, a number of 
thermal projects are under implementation 
including 747 Guddu refurbishment. 


Pakistan has huge coal reserves estimated at 
over 185 billion tones. Thus the long term trend 
shows that there was an increase of production 
of coal; an average 7.7 per cent change occurred 
during the last ten years. Federal as well as Sindh 
Governments are actively pursuing to provide 
necessary infrastructure at Thar for exploiting these 
coal reserves for power generation. Two blocs have 
been leased out on pilot basis. Efforts are underway 
to provide the missing transmission link between 
Matiari and Thar. 

The Government is also working on different 
gas pipelines as well as import of LNG and LPG 
to address the gas shortages. The Liquified Natural 
Gas (LNG) Policy 2011 has been notified which 
encourages private parties to develop LNG projects 
and they are free to participate in any segment 
of the LNG value chain. The gas sector supply 
increased by 4.9 per cent in July~March 2011-12 
as compared with the corresponding period of last 
year. The average production of natural gas during 
July-March 2011-12 was 4236.1 million cubic feet 
per day (mmefd) as against 4050.6 (mmefd) during 
the corresponding period of last year showing an 
increase of 4.6 per cent. 





Social Safety Nets: The government is committed 
to a sustained poverty reduction strategy and 
to allocate a minimum of 4.5 per cent of GDP 
to social and poverty related expenditures. The 
government prioritized 17 pro-poor sectors through 
the Medium Term Expenditure Framework (MTEF) 
which provides a link between the policy priorities 
and the budget realties. Expenditure on pro-poor 
sectors in 2007-08 stood at 5.6 per cent of GDP. 7.5 
per cent in 2008-09. 7.6 per cent in 2009-10. The 
total expenditure in 2010-11 was 6.9 per cent of 
GDP. 2010-2011 was first year of the 7th National 
Finance Commission Award when 70 per cent of 
the divisible pool was transferred to the provinces 
as well as transition was taking place as a result of 
Eighteenth amendment. 

The floods of 2010 and the heavy rains of 2011 
significantly reduced the efforts to improve the 
standard of living. The floods and rains affected 
approximately 20 million people directly and a 
much larger proportion indirectly; the loss to 
infrastructure and livelihood sources further 
impacted the people of these areas. 

The Benazir Income Support Programme, a 
flagship programme of the Government, has made 
remarkable progress by providing much needed 
relief to over 4 million recipients all over Pakistan. 
Over the last 4 years, BISP was provided over Rs. 178 
billion out which Rs. 153 billion were contributed 
from domestic resources. A total amount of Rs, 122 
billion has been disbursed to its recipients up to 
March 2012. The number of recipients is expected to 
increase to 7 million once the on-going processing 
of data collected during the nation-wide poverty 
scorecard targeting survey is completed. BISP 
has launched a number of programmes including 
(i) Payment to Recipients, (ii) Graduation Initiatives, 
(iii) Waseela-e-Haq, (iv) Waseela-e-Rozgar, 
(v) Waseela-e-Sehat and (vi) Waseela-e-Taleem to 
mitigate the impact of stabilization programme as 
Well as inflation. 

The Pakistan Poverty Alleviation Fund (PPAF) 
is yet another element of the country’s poverty 
reduction strategy. The PPAF is dedicated for 
Micro credit, enterprise development, community 
based infrastructure and energy projects, livelihood 
enhancement and protection, social mobilization, 
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and capacity building. The overall disbursements 
for core operations during the period of July- 
December 2012 were Rs. 8.5 billion. 

Pakistan Bait-ul-Mal is making a significant 
contribution towards poverty reduction through 
its various services by providing assistance to the 
destitute, widows, orphans, infirm and elderly, and 
other needy persons irrespective of their gender, 
caste, creed and religion through its ongoing core 
projects/schemes. A total of Rs, 1.8 billion has 
been utilised upto February 2012 on schemes such 
as individual Financial Assistance, child support 
programme, vocational schools, sweet homes etc. 

After devolution of the subject of Zakat, the 
Provinces/Federal Areas are directly managing the 
distribution of Zakat to the beneficiaries. Zakat 
funds have been utilized for assistance to the needy, 
indigent, poor, orphans, widows, handicapped and 
disabled for their subsistence and rehabilitation. 
Up to March 2012, a total amount of Rs. 7.8 billion 
was distributed amongst the provinces and other 
administrative areas. 

Peoples Works Programme (PWP) 1 & Il are 
welfare programmes comprising small development 
schemes providing village electrification, gas, 
farm to market roads, education, health and other 
services to create jobs at the local level. PWP-I & 
II have been provided over Rs.38 billion during 
2011-12. 

Employees Old Age Benefits Institution provides 
monetary benefits to the old age workers through 
various programmes such as the Old Age Pension, 
invalidity Pension, Survivors Pension and Old Age 
Grants. During the period of July-March 2012, Rs.8 
billion has been disbursed to 350,485 beneficiaries. 

Workers Welfare Fund is also facilitating the 
poor labourers in industrial sector by providing 
funds for housing facilities and marriage grant, 
death grant and scholarships etc. During (July- 
March) 2011-12, Rs.2.5 billion has been incurred 
for these schemes. Government has also taken 
various micro-finance initiatives in collaboration 
with all stakeholders to generate employment 
opportunities and to eliminate poverty. 

The Government has provided huge subsidies 
during the last four years to the vulnerable and 
poor to mitigate the impact of stabilization, floods 
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and international prices. These include: Rs. 1122 
billion for the power sector, Rs. 104 billion for the 
petroleum sector in addition to foregone income of 
Rs. 136 billion from Petroleum Levy by adjusting it 
downward to keep the petroleum prices lower than 
the international market, Rs. 110 billion on fertilizer 
and Rs.137 billion for food items such as sugar, 
wheat and subsidized items through Utilities Stores. 
In addition, Federal Government provided Rs. 42 
billion to the flood affectees through Watan Card as 
well as Citizens Compensation Damages Programme. 


Environment: Pakistan has continued to face 
challenges in achieving environmentally sound 
development. This has become increasingly difficult 
to achieve in the backdrop of back to back flooding 
and rains across the country as well as other 
exogenous and endogenous factors. The quality of 
the natural environment is not only an extremely 
important issue from the point of view of individual 
survival but it will also emerge as one of the 
principal human security issues in Pakistan. The 
environmental challenges include climate change 
impacts, loss of biological diversity, deforestation 
and degradation of Air and Water quality. 

A number of projects have been funded by the 
government to improve the capacity of relevant 
institutions to deal with increasing environ- 
mental degradation. In addition, there are a 
number of projects funded by the donors in which 
the government is a partner. These are being 
implemented to improve the overall environment 
of the country. Government efforts alone, because 
of the limited resources at its disposal, are not 
enough and demand a much larger participation 
and support from other stakeholders including 
industry, civil society, and the public at large as 
well as the donors, National Climate Change Policy 
2011 provides a framework for addressing the issues 
that Pakistan faces or will face in future due to the 
changing climate pattern. 

The level of access to drinking water is quite 
impressive in Pakistan. According to Pakistan 
Bureau of Statistics report (PBS) Pakistan Social 
and Living Standards Measurement Survey 2010- 
11, access to drinking water to urban and rural 
“population of Pakistan is 94 and 84 per cent, 
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with an average of 87 per cent in 2011. Sanitation 
facilities are also improving. According to a report 
released by the WHO/UNICEF Joint Monitoring 
Programme (JMP) 2012, 92 per cent people had 
access to drinking water by 2010 in Pakistan while 
this ratio was 85 per cent and 89 per cent in 1990 
and 2000 respectively. The MDG target is to achieve 
the ratio of 93 per cent by 2015. 


DEVELOPMENTS FROM 2008 TO 
DATE 


Inspite of the challenges, including global economic 
contraction especially in the advanced economies, 
financial turmoil, floods in 2010, extraordinary 
heavy rains in 2011, persistently rising energy prices, 
continuing security situation, the Government 
succeeded in: 


> Maintaining macroeconomic stability by 
pursuing tight monetary policy and fiscal 
discipline. 


>» Revival of Growth: The economy is recovering 
from the floods and exogenous shocks and real 
GDP growth is estimated at around 3.7 per cent 
on the back of pick up in agriculture and large 
scale manufacturing growth as compared to 3 
per cent last year. 


> Inflation: Average inflation seems to remain 
close to the targeted 11 per cent, declining from 
the peak of 25 per cent. 


>» External Sector: Pakistans external account 
registered an unexpected improvement during 
FY11 that provided much needed relict to the 
economy. The exports surged to $25.4 billion 
showing a growth of 28.4 per cent whereas 
the imports registered an increase of 14.7 per 
cent. As a result, the trade deficit, which had 
been a major factor in the deterioration of the 
external account in the past, remained in check, 
and contracted by 8.7 per cent as compared 
to the preceding year. FY11 current account 
balance posted a small surplus of $0.3 billion as 
compared to 8.5 per cent deficit in 2008. This 
year, exports have maintained last year trend 





during July-April 2012 despite adverse global 
environment. 


> Strong flow of remittances: The rising trend 
in remittances continued for the fourth 
consecutive year in FY12 as remittances are 
estimated close to US$13 billion as compared 
to $6.2 billion in FY08. 


> Build up of Foreign Exchange Reserves: The 
improvement in the overall external balance 
despite the contraction in financial account 
surplus helped build up foreign exchange 
reserves during FY11. Thus, by the end of 
June 2011, Pakistan's overall foreign exchange 
reserves stood at a record level of USS18.2 
billion. Currently, these are at $16.4 billion 
despite repayment to the IMF as well as 
discharging all our obligations. 


RECENT INITIATIVES 


This Government undertook several new initiatives 
during the last five years. The most significant 
initiatives include: 


> 7th National Finance Commission Award: The 

Award 

(i) moved away from population as the sole 
basis for horizontal distribution of resource 
and gave due weightage to population, 
poverty/backwardness, revenue collection, 
revenue generation and inverse population 
density. 

(ii) it increased the share of Balochistan to 9.09 
per cent. 

(iii) 70 per cent share of the divisible pool is 
now being transferred to the Provinces and 
Special Areas. 

(iv) transfers to the provinces increased from 
Rs, 633 billion in FY10 under 6th NFC 
Award to Rs.999 billion in FY11 and 
estimated Rs. 1,204 billion in FY12. 

> 18th Amendment in the Constitution abolished 
the concurrent list and transfered 17 federal 
ministries to the provinces. 


> Autonomy to Gilgit-Baltistan 


> 


¥ 


¥ 
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Aghaz-e-Haqooq-e-Balochistan 


Additional Resources to less developed areas: 
Included (i) Rs. 32 billion to Gilgit-Baltistan 
in 2 years (ii) Rs. 71 billion to AJK and (iii) Rs. 
110 billion to FATA. 


Public Sector Development Programme: PSDP 
over a period of 4 years was Rs. 2.2 trillion. 
Current year's PSDP outlay is Rs. 730 billion 
as compared to Rs. 480 billion last year. It was 
spent to complete 657 projects in 4 years. 


Peoples’ Works Programme: Rs. 130 billion were 
earmarked under Peoples Works Programme-I! 
(Rs 110 billion) and Rs. 20 billion under PWP-I 
for implementation of hundreds of schemes for 
electrification, gas supply, road, water supply 
and sanitation. 


Citizens’ Damages Compensation Progranune: 
Federal Government provided Rs. 42 billion to 
the flood affectees. 


Subsidies: The Government has provided so far. 

(i) over Rs. 1122 billion towards tariff 
differential subsidy to maintain the notified 
tariff lower than the determined tariff. 

(ii) Rs 104 billion in petroleum subsidy. 

(iii) Rs 110 billion for fertilizer subsidy, and 

(iv) Rs 137 billion in food subsidy. In addition, 
the Government lost Rs. 136 billion in 
revenue by adjusting the petroleum levy 
downward. 


Benazir Income Support Programme: 
Additional resources of Rs. 178 billion allocatec 
for disbursement through BISP to vulnerable 
groups including Rs. 153 billion from the budget 


Benazir Employees Stock Option Programme 
Under this scheme, 12 per cent shares of 8¢ 
State Owned Enterprises were transferred t 
500,000 employees of those SOEs making then 
shareholder. 


Internship Programme: The Government alse 
provided 100,000 internship to Master degre. 
holders paying them Rs. 10,000 per month. 


Railways: Railway was provided Rs. 119 billion 
over the past 4 years; Rs. 85 billion under curren 
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budget and Rs. 34 billion for development 
budget. 


>» Energy Sector: Government injected pro- 
fessionalism in power sector by restructuring 
Board of Directors of some PSEs, initiated 
alternate energy programme, put hard budget 
constraint and resolved circular debt issue 
partially. 


> Tax Simplification: The government took steps 

to: 

(i) simplify the taxation system. 

(ii) minimum tax slab increased from 
Rs. 100,000 to Rs, 350,000. 

(ili) expanding the tax base by bringing new tax 
payers in the net. 

(iv) improve the tax administration. 

(v) Special Excise duties were eliminated. 

(vi) gradual elimination of federal excise duty. 

(vi) abolishing regulatory duties on 392 items. 

(vii)elimination of zero ratings on key sectors. 


» Doubling the FBR Tax Revenues: As a result 
of these efforts, FBR revenue has moved from 
Rs. 1 trillion in 2007-08 to around Rs. 2 trillion 
in 2011=12. 


RECENT ECONOMIC DEVELOPMENTS 


Based on IMF's Countries Report No. 10/6 of 
January 2010, recent economic and development 
outlook covered ten points as summarized below: 


1} Economic activity remains weak, although there 
are signs of recovery in some sectors. Wheat 
crop showed 14 per cent increase over the 2008 
harvest. 

2) Inflation pressure has not yet abated. Headline 
and core inflation dropped in October to 8.9 per 
cent and 11 per cent respectively. 

3) External position has continued to improve. 

The trade deficit in July-December 2009 

narrowed, 

4) Disbursement of Dubai pledges lag behind 
the scheduled and the amount projected to 
be disbursed in 2009-10 has been revised 
downward. 
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5) The rupee depreciated further by about 3 per 
cent against US$ during July-December 2009. 

6) The lack of economic confidence has stemmed 
credit and money growth. 

7) Domestic capital markets have been somewhat 
more optimistic. 

8) Overall economic confidence remains subdued. 
Level of FDI during July-September was low 
(US$463 million). 

4} Banks remain well-capitalized but Non- 
Performing Loans continue to increase. 

10) Outlook for growth remains unchanged, 
with inflation rising and the current account 
improving. 


The IMF Executive Board concluded 2011 Article- 
IV Consultation and Proposal for Post Programme 
Monitoring with Pakistan and issued short report 
highlighting key issues. 


Salient features are: 

1} Due to floods in early month of the fiscal year 
2012, adverse development in external accounts 
and energy shortages, real GDP growth was 
estimated at 3.4 per cent. 

2) CPI general inflation was reported as 12 
per cent. 

3) Fiscal deficit was likely to reach 7 per cent to 
GDP. 

4) ‘The foreign exchange reserves indicated to settle 
at US$12.1 billion by the end of 2011-12. 


Suggestions offered for the improvement in the 

economy of Pakistan are: 

1) Strengthening of Public Finances, tightening 
of Monetary Policy. If inflation increases, 
addressing problems in energy sector and 
public sector enterprises and allowing better 
channelling of savings to borrowers and 
investors. 

2) External outlook for Pakistan remained 
uncertain. Prices of cotton and textile have come 
down and these have bottomed out, remittances 
are still strong subject to risk. Fiscal deficit 
needs to be reduced. 





Based on the review undertaken by IMF, Key 
Economic Indicators on June 2012 are tabulated 
below: 


Table 1.7 Key Macro-Economic Indicators—June 2012 
ite I hr a i 





Particulars Units aa 
GDP % 4.20% 
CPI General % 12.00% 
Fiscal Deticit % 4.00% 
C.A.Deticit % 0.60% 
Policiy Rate % —_ 
Remittance USS Bn 12.00 
Exports USS Bn 25.80 
Imports USS Bn , 38.00 
PKR/USS PKR 91.25 
Tax PKR 8n 1,952 
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Macroeconomic Framework and Performance 


LEADING THEORIES FOR 
ECONOMIC DEVELOPMENT 


There are five leading theories of economic develop- 
ment that have been presented to date. The salient 
features of these theories are: 


1. The Linear Stages Theory 


(a) Rostow’s stages of growth 
e 1950s, 1960s 

Five stages were identified: 

- the traditional society 

- the precondition for take-off into 
self-sustaining growth 

- the take-off 

- the desire to maturity 

- the age of high mass consumption 


(b) The Harrod—Domar Growth Model 

¢ Direct economic relationship between the 
size of the total capital stock (K) and total 
GNP (Y). 
For example, if three dollars of capital are 
always necessary to produce US$1 stream of 
GNP—Capital Output Ratio will be 3 to 1. 
It follows that any net additions to 
the Capital Stock in the form of new 
investment will bring about corresponding 
increases in the flow of national output— 
GNP. 


2, Structural Change Model (1970s) 


Through the Lewis Theory of Development two 
sections were identified: 


(a) Traditionally overpopulated rural subsist- 
ence sector characterized by Zero Marginal 
Labour Productivity—Surplus labour. 

(b) A highly productive modern urban industrial 
sector in which labour from the subsistence 
sector is gradually transferred. The speed 
with which expansion occurs is determined 
by the rate of industrial investment and 
capital accumulation in the modern sector. 


3. The International Dependence 
Revolutions (1970s) 


Dependence and dominance relationship to rich 
countries saw three types of models: 

¢ The Neocolonial Dependence Model: Rich and 
poor country rejationship. 

» The False Paradigm Model: Faulty and 
inappropriate advice provided by well- 
meaning but often uninformed, biased, and 
ethnocentric international expert advisors 
from developed country assistance agencies 
and multinational donor organizations. 

¢ The Dualistic Development Thesis: 

(a) World: Rich and poor nations. 
(b) Developing Countries: Pockets of wealth 
within broad area of poverty. 


4. The New Classical Counter Revolution 
(1980s) 


Supply Side Macroeconomics (Lafer’s Curve) 
The following three aspects were emphasised: 
e Privatization of public corporations 
« Deregulation 
« Free Markets 
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5. The New Growth Theory 
(Emerging Fifth Approach) (1990s) 


Emphasis was given on: 

e The new dynamic theory of North-South 
Trade with imperfect competition. 

¢ The rediscovery of human resource analysis. 

¢« The new economics of environments and 
sustainable development. 


MACROECONOMIC FRAMEWORK 
AND PERFORMANCE 


The twenty-first century faces several challenges. 
There is a world economic financial crisis that has 
gripped both developed and developing countries. 
The purchasing power of people has been adversely 
affected except for a few countries like China and 
India. 

The World Bank has come up with a new idea 
which has to be practically applied by every country 
in the world, namely human resources development. 
This approach it is expected that several socio- 
economic problems facing the world may be 
successfully tackled over a period of time. 


GROWTH—GDP AND GNP 


Economic growth means increase in nation 
output over time. Since independence, Pakistan h: 
experienced an average growth rate of 5.3 per cei 
per annum. But because of very high populatic 
growth i.e. 3.0 per cent p.a. (later shown as 2.4 ps 
cent), GNP per capita grew only at a rate of 2.3 pe 
cent per annum. 

The GNP prowth rate trend followed an uneve 
path (see Figure 2.1). In the fifties (except for tl 
year 1953-54), GNP grew at an average rate ¢ 
around 3 per cent. This slow growth was part 
attributable to the gigantic problems which t 
infant country faced soon after its independence an 
partly to inexperienced economic policymakers. ] 
the sixties, it took an upward swing and the averag 
growth was about 7 per cent p.a. This was becau: 
of high growth in manufacturing and trade sector 
GNP in these sectors (at constant factor cost/price 
of 1959-60) grew by 157 per cent and 111.7 per ces 
respectively. In the non-plan period (1970-77), tt 
rate declined but after that till 1985-86 GNP gre 
above 7 per cent p.a. Since then, the growth rate 
fluctuating around 5 per cent. 


Figure 2.1 
GNP (f.c.) Growth Rates (1950-93) 
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These divergent trends in GNP growth reflect 
changing political conditions. It is very interesting 
to note (see Fig. 2.1) that our country experienced 
higher growth rates during two Martial Law (ML) 
regimes (1958-67 and 1977-85), while growth 
rates for other periods were low owing to political 
instability. This in no way suggests that military rule 
is better for economic growth. Rather it indicates 
that without political stability, economic growth is 
a difficult goal to achieve. The GNP average annual 
erowth rates are given in Table 2.1. 


The GNP growth for 2008-2009 has been reported 
as 2.6 per cent. 


Table 2.1 GNP Average Annual Growth Rates 


Period Growth Aate 
1950-1958 5.2 
1960s 6.8 
1970s 4.8 
1992-1993 2.1 
1993-1994 4.4 
1994-1995 5.1 
4995-1996 6.6 
1996-1997 Anes 
1997-1998 3.5 
1998-1999 4.2 
1999-2000 3.9 
2000-2001 1.8 
2001-2002 3,1 
2006-2007 6.7 
2007-2008 ar 
2008-2009 1.7 
2009-2010 3.07 
2010-2011 (R) 3.04 
2011-2012 (RF) 3.67 


Sources: Pakistan Economic Survey (Various issues including 
2004-2005), Government of Pakistan, Finance Division, 
islamabad and State Bank of Pakistan Annual Report 
2003-2004, and Pakistan Economic Survey 2008-2009, 
Table 1.2, p. 7. and Pakistan Economic Survey 20T1- 
2012, Table 1.2, p. 5. 


STRUCTURAL CHANGE IN GDP 


Pakistan's economy has undergone a remarkable 
structural change during last six decades. This 
change is reflected in Table 2.2. 

In the early years, agriculture was the dominant 
sector contributing 53.2 per cent to GDP. Its share 
constantly declined over time and came down to 


Table 2.2 Percentage Share of Different Sectors in GDP 


Year Agriculture Manufacturing Trade Others Total 

1949-1950 53.2 07.8 1.9 27.1 100.0 

1959-1960 45.8 12.0 25 237 100.0 

1969-1970 38.9 16.0 138 31.3. 100.0 

1979-1980 30.6 17.0 14.3 49.1 100.0 
1989-1990 25.8 17.6 16.5 40.1 100.0 
1993-1994 24.9 18.6 16,3 41.2 100.0 
1994-1995 24.7 18.7 16.2 40.4 100.0 
1995-1996 24.8 18.1 16.4 40.7 100.0 
1996-1997 25.3 V7 15.6 41.2 100.0 
1997-1998 25.2 18.3 15.6 409 100.0 
1998-1999 25.4 17.1 15.2 42.3 100.0 
1999-2000 26,2 16.2 17.6 40.0 100.0 
2000-2001 25.1 17.2 16.1 39.6 106.0 
2001-2002 24.4 17.5 16.0 40.4 100.0 
2006-2007 21.9 26.3 17.1 34.7 100.0 
9007-2008 (P) 21.3 25.7 17.3 35.7 100.0 
9008-2009 (P) 21.8 24.3 17.5 36.4 100.0 
2009-2010 21.3 26.9 17.1 64.4 100.0 
9010-2011 (A) 9 e2i2 25.5 17.1 36.4 100.0 
9011-2012 (P) 21.1 25.4 17.1 36.4 100.0 


a 

Source. Pakistan Economic Survey (Various Issues), Islamabad: 
Government of Pakistan, Finance Division and Pakistan 
Economic Survey, 2008-2009, Table 1.2, p. 10, & Statical 
Annexure, Pakistan Economic Survey 2011-2012, 
Statistical and Appendix, Table 1.2, p. 10. 


21.1 per cent in 2011-2012. Even so, agriculture 
is the largest sector providing about one fifth of 
GDP. The share of manufacturing, compared to 
agriculture, has remarkably increased. Starting 
from 7.8 per cent in 1949-50 it has reached 25.4 
per cent in 2011-2012. Now it is the largest sector 
after agriculture. The third important sector is 
wholesale and retail trade. Share of trade sector has 
increased from 11.9 per cent to 17.1 per cent in the 
same period. It is important to note that it is only 
percentage share which has declined (in case of 
the agriculture sector) and not the absolute output. 
Output in all sectors continued to show growth. 
‘The change in GDP suggests that there are different 
rates of growth for different sectors. For example, 
industrial sector grew more rapidly as compared 
to agriculture and trade sectors and that is why its 
share has increased over time. Trade sector grew 
more rapidly than agriculture and as a result its 
percentage share increased while that of agriculture 
declined. Each sector will be discussed in detail in 
its respective chapter. 
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The composition of GDP relating to years 1969-70, 1999-2000, 2001-02, till 2008-09 (P) is given in Tab! 
2.3. Table 2.4 gives details regarding economic classification of exports and imports. 


Table 2.3 Sectoral Share in GDP 





Saris 1969- 2001- 2007- 2008— 2011- 
1970 2002 2008 (RA) 2009 (R) 2012 (P) 
ee Sector 61.6 47.3 47.1 47.1 48.5 
4 ere 38,9 24.4 21.8 21.8 21.1 
: or Crops 20.4 8.1 6.9 7a 
Minor Crops 4.2 a2 26 25 af 
aoe 10.6 12.1 11.2 113 11.6 
Sale 0.5 0.3 0.4 0.4 0.4 
me ty 0.1 0.7 0.3 0.2 0.2 
2. Mining and Quarrying 0.5 1.4 2.6 25 2 
: : ; : 4 
3. aaa 16.0 16.4 19.2 18.2 18.6 
rge-scala 12.5 10.7 43.4 12.1 11,9 
Small and Househald 3.5 5.7 4.5 
Slaughtering - | 13 ia rf 
_ : ‘ 1.4 
4, eonsiuetan 4.2 2.4 2.36 2.06 2.15 
5. Electricity and Gas distribution 2.0 2.5 1.6 25 20 
Services Sector 
36.4 §2.7 52.9 
6. Transport, storage and communication 6.3 41.5 10.2 ie =e 
7. Wholesale and Retail Trade 13.8 18.0 17.4 | 3 
8. Finance and Insurance 1.8 3.6 6.4 = a 
9, Ownership of Dwellings 3.4 32 27 a a 
10. Public Administration and Defence 6.4 6.5 6.0 | i 
11. Services (Socia!) 6.7 9.9 10.6 AG aE 
: : 12.6 
GDP (FC) 100.0 100.0 100.0 100.0 100.0 














a 
Source: essa igenceunglers eee eae minh Islamabad: Government of Pakistan, Finance Division, and Statisticz 
A -2, p. 10, stan Economic Survey 2008-2009, Tabie 1.2, p. 7, Statistical An 

Pakistan Economic Survey 2011-2072, Table 1.2, Statistical Annexures. p. 9. ° a are 


Table 2.4 Economic Classification of Exports and Imporis (Percent 
ager 








EXPORTS IMPORTS 
"i ‘ 
sich rie) Semi- Manufac- Capital Industria) Raw Material e 
ommodi- Manulac- tured nae Capital Consumer onsumer 
lies tures Goods Goods Goods Goods 


1969-70 a 24 4a 52 1 26 11 
1979-86 42 15 43 36 6 42 16 
1989-50 20 24 36 33 7 41 19 
1999-2000 12 15 73 26 6 54 14 
2001-2002 "1 14 #5 28 6 55 

2006-2007 11 12 TF 36 ri 47 Hs 
2007-2008 14 11 #5 29 § 53 10 
2008-2009 16 10 74 29 9 45 

2009-2010 18 10 72 28 7 52 3 
2010-2011 18 13 69 24 rd ig 
2011-2012 (July-March} 18 12 70 ad 7 2 ia 


Source: ; 000-. 2004-. 
e Poca gra Survey 2 2001 and | 2005, Islamabad: Government of Pakistan, Finance Division, (Statistic 
p . Table 8.5, p. 85. (Ibid., 2003-2004, Statistical Annexure, Table 8.4, p. 77 and Table 4.5, p. 78), pp 79-80 Table 6.5 


Pakistan Economic Survey 2008-2009, Statistical Anne 
‘ xu ; : . * 
Statistical Appendix, Table 6.5, p. 72. res, Table 8.6, pp. 64, 65, and Pakistan Economie Survey 2011-201. 
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SAVINGS AND INVESTMENT 


Pakistan is a low-income country with uneven 
distribution of wealth. As a result there are two 
classes: rich and poor. The rich are very rich and the 
poor are very poor. This dual economic structure, 
besides other implications, has resulted in low 
saving rates. In case of Pakistan, we cannot strictly 
apply the principle that with uneven distribution of 
income the savings rate will be high. That principle 
is based on the assumption that the rich class has a 
very high MPS. But the upper class in Pakistan has 
very high consumption (on luxuries) and relatively 
low savings. The poor class cannot save because of 
their low income. As a result, the savings rate in 
Pakistan are amongst the lowest in the world. 


Table 2.5 Pakistan Gross National Product 
at Current Factor Cost 


2011-2012 (P} 


pecicr (Million Als.) 
i 
1. Agriculture 3899 
Major Crops 1192 
Minor Crops 358 
Livestock 2204 
Other Fishing 62 
Forestry 59 
2. Mining and Quarrying 447 
3. Manufacturing 3695 
Large-scale 2662 
Small-scale 653 
Slaughtering 379 
4. Construction 411 
5. Electricity and Gas Distribution 414 
6. Transport, Storage and Communication 2477 
7. Wholesale and Retail Trade 3574 
8. Finance and Insurance B08 
9. Ownership of Owellings 460 
10. Public Administration and Defence 1119 
11. Social and Community Services 2134 
12. GDP (ic)* 19437 
13. Add: Indirect Taxes 1275 
14. Add: Subsidies _5? 
15. GDP (M.P).°* 20654 
16. Less: Net Factor Income from abroad 1025 
17. GNP (ic)*** 20462 
18, GNP (Market Price} 21679 


i 
‘Actua! total! comes to As.6,129 billion. “Actual total comes to 
As.6,714 million. ***Actual total comes to As.6,569 milllan. 
Source: Pakistan Economic Survey 2004-2005. Stalistical 

7 Annexure Appendix, Table 1.5, p. 11 and Pakistan 

Economic Survey 2008-2009, Table 1.5, p. 12. 


Table 2.6 gives the savings and investment rate 
for Pakistan. The table shows that there has been no 
remarkable change in saving and investment rates 
in Pakistan for the last two decades. Investment 
remained around 18 per cent of GNP while saving 
rate was about 14 per cent resulting in a saving- 
investment gap of 4 per cent. During 2004-2005, 
there was a gap of 1.2 per cent. The current figures 
show that this gap is increasing. 


SAVING RATE ESTIMATION 


In Pakistan, there is no reliable data on domestic 
savings. The official estimates of domestic savings 
are obtained by subtracting net external resource 
inflow (after allowing for changes in the holdings of 
external financial assets) from estimated aggregate 
investment. ‘Net external resource inflow’ represents 
the difference between imports on current account 
and export earnings. So savings are estimated 
as a residual magnitude and such an estimate ts 
considered unreliable. Any discrepancy in invest- 
ment or net external resource inflow will distort 
the significance of saving estimates. Particularly 
measurement of resource inflow is subject to many 
errors and biases. The current methodology cannot 
take into account illegal under-invoicing of exports 
and over-invoicing of imports that in part enable 
capital flight and in part finance smuggled imports 


Table 2.6 Total Investment and Nationa! Saving 
as percentage of GDP (Current MP) 


Investment Saving 
Neap per cent per cent 
1970s (Average Annual} 17.05 11.21 
1980s 18.72 14.82 
1990s 16,12 13.03 
1999-2000 17.40 15.80 
2001-2002 16.80 18.60 
2006-2007 22.5 17.4 
2007-2008 22.4 13.6 
2008-2009 18.2 12.5 
2009-2010 45.4 13.1 
2010-2011 (A) 13.1 13.2 
2011-2012 (P} 13.5 10.7 


i 

Source. Pakistan Economic Survey (Statistical Appendix) 2003- 
2004: and 2004-2005. Economic and Social Indicators, 
pp. 2-3, Pakistan Economic Survey 2008-2009, pp. 2-3 
and Pakistan Economic Survey 2071-2012, pp. 3-4. 
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of gold and other commodities whose domestic 
price far exceeds the world price converted at the 
official exchange rate. It goes without saying that 
if some exchanges are in principle covered by 
the statistical system and others, particularly the 
transactions in the black markets, are not only not 
recorded but also take place at prices substantially 
different from recorded prices in the official data, 
income and saving data would be distorted.' 

Another problem with accurate saving rate 
estimation is the existence of undocumented 
parallel economy. Some economists are of the view 
that actual saving rate is much higher than the one 
officially reported. 


THE STRUCTURE OF PUBLIC FINANCE 


Public finance deals with the manner in which 
public authority (or government) acquires resources 
and allocates them under various heads of public 
expenditure. Resources may be acquired through 
revenue collections (including tax as well as non- 
tax revenue) and also through increasing the size of 
public debt. The theory of public finance, therefore, 
involves the study of the nature and principles 
underlying public revenue, public expenditure, and 
public debt. 

There is a fundamental difference between 
public and private finance which we need to note 
at the very outset of our discussion. Private finance, 
whether of firms or individuals, starts with a given 
income as the framework within which expenditure 
must be planned; public finance in a modern 
state starts with a given expenditure plan and the 
authorities adjust their revenue by means of taxes 
and other resources, to match the expenditure.? In 
poor and undeveloped countries where the raising 
and collection of taxes is a difficult matter it may 
still often be necessary to plan the budget from the 
revenue side. However, in Pakistan expenditure 
is estimated first and then sources of revenue are 
considered to finance that expenditure. 


1. Government Receipts 


We start our discussion of public finance in Pakis 
with government receipts. Total resources of 
government are drawn from the following f 
sources: 

(a) Revenue receipts (net of provincial share 

(b) Capital receipts; 

(c) External resources; and 

(d) Self-financing by autonomous bodies. 


(a) Revenue Receipts 

Revenue receipts include tax revenue, non- 

revenue, and surcharges. 

(i) Tax Revenue. In taxes we have direct tay 
such as income tax and capital value 
and indirect taxes such as central exci 
sales tax, customs duties; 

(ii) Non-tax Revenue. This includes inco: 
from government property and enterpri 
and receipts from civil administration a 
other functions; and 

(iii) Surcharges, Surcharge on natural gas a 
petroleum falls under this category. 


Foreign exchange reserves declined substantia 
in the initial months of 2008-2009, droppi 
from US$11.4(b.) on 30 June 2008 to US$6.4( 
by November 2008. The recovery was witness 
essentially due to the inflow of US$3.1(b.) from IN 
following Pakistan's entry into the microeconon 
stabilization programme. As of 8 January 20) 
foreign exchange reserves were US$14.49(b.) (Ak 
Stocks Smart Economic Snapshort, 8 Janua 
2010, p. 7) mainly due to greater amounts of hot 
remittance by expatriates. As on 30 April 20) 
Pakistan's foreign exchange reserves were $16.5 b 


(b) Capital Receipts 
Capital receipts include external borrowi) 
and internal non-bank borrowing consisti) 
of unfunded debt, public debt, treasury, ar 
deposit receipts besides the revenue accou 
surplus and the surplus generated by the pub! 
sector etc. 


a ee eee 
!. Srinivasan, T.N., ‘Saving in the Development Process: Center Paper # 470, Economic Growth Center, Yale University, Connectic 


1993, 


2. Hick, Ursula K. Public Finance. James Nisbet and Company Limited, Cambridge, 1961, p. I. 
3. Amjad, Rashid and Vigar Ahmad, The Management of Pakistan's Economy: 1947-82. Karachi: Oxford University Press, 1984, p. 2¢ 
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(c) Self-financing by Autonomous Bodies 
This is actually the surplus left after meeting 
all the expenses of these bodies. This surplus 
is available to government for revenue and 
development expenditures. 


(d) External Resources 
External resources are loans and grants which 
come from various sources. These sources 
include consortium, non-consortium and 
Muslim sources of aid. Consortiums provide aid 
at both bilateral and multilateral levels. Sources 
of consortium bilateral aid are Belgium, Canada, 
France, Germany, Italy, Japan, Netherlands, 
Norway, Sweden, UK, and US. Consortium’s 
multilateral aid comes from ADB, IBRD, IDA 
(including EEC Special Action Loans), IFC, 
and IFAD. The non-consortium sources mostly 
provide bilateral aid. These include Australia, 
China, Czechoslovakia, Denmark, Finland, 
Rumania, Switzerland, Russia, and former 
Yugoslavia. Bilateral aid from Islamic countries 
comes from Abu Dhabi, Iran, Kuwait, Libya, 
Qatar, and Saudi Arabia while multilateral 
Islamic sources of aid are OPEC Fund and IBD. 


Loans and grants received by our country can be 
classified into project and non-project aid. Non- 
project aid can further be divided into food, non- 
food, BOPs, and Relief aid. 


2. Government Expenditure 


Government expenditure is broadly classified into 
current expenditure and development expenditure. 


(a) Current Expenditure 
It comprises mainly debt servicing, defence, 
general administration, social services, law and 
order, subsidies, community services, economic 
services, grants to AJK, railway, and others. 


(b) Development Expenditure 
Public Sector Development Programme (PSDP) 
is another name given to government's develop- 
ment expenditure. The priority areas are 
transport/communication, power, and water. 


These three sectors combined cover about 50 
per cent of total allocation for PSDP Other 


—— 


areas which receive some share in PSDP are 
mineral, fuels, physical planning and housing, 
population welfare, agriculture PSDP, rural 
development, health and nutrition, education 
and technology, culture sports and tourism, 
manpower and employment, fertilizer subsidy, 
industry, mass media, women development, 
social welfare, research statistics and planning, 
environment, rehabilitation programme for 
areas adversely affected by the Afghan refugees 
in NWFP, special areas in AJK, NA, FATA etc. 
Besides these allocations, 25 per cent of PSDP 
was allocated to provinces for their separate 
development programmes of 2004-2005. 


We have given a very brief account of the structure 
of public finance in Pakistan. In Part II, we shall 
discuss its different aspects in detail. Here a few 
comments will suffice. 

A major part of government revenue comes 
from tax resources and among these, indirect taxes 
contributed about 69 per cent of the total tax in 
2004-2005. Major types of indirect taxes are central 
excise and sales tax which are paid by common 
public though hidden in the price of different 
commodities they purchase. 

Our total domestic resources fall short of our 
current expenditure. In other words, with our 
internal resources we cannot even maintain the 
current set-up and for development purposes we 
have to rely exclusively on foreign resources while 
foreign debt burden is already increasing at an 
exponential rate. 

The best strategy in the current circumstances 
is to curtail government expenditure and enhance 
revenue through better collection of taxes. In Part 
II of this book, we shall discuss the alternate options 
in detail. 


FOREIGN TRADE 


The performance of Pakistan's economy over the 
last five decades has been quite unsatisfactory, 
including the external sector. Foreign trade gap has 
constantly been widening and during recent years 
it has exceeded US$3 billion. Many reasons can 
be ascribed for poor performance of the external 
sector but here we shall give a general overview of 





CHAPTER 2 Macroeconomic Framework and Performance 


external sector and detailed discussion shall follow 
in Chapter 7, 

Pakistans foreign trade balance has been negative 
throughout its economic history except for the 
following years: 1947-48, 1950-51 and 1972-73. In 
the first year after independence, the country faced 
huge economic problems and as a result no attention 
could be paid to industrial sector development. 
Import bill was less than one hundred million 
dollars and the trade balance, even with a small 
magnitude of exports, was positive. But this state of 
affairs lasted only for one year and right from the 
second year of independence our trade balance was 
negative. In 1950-51, because of the Korean War 
boom, our exports increased by 140 per cent as 
compared to the preceding year. This huge increase 
in exports resulted in the second ever positive 
trade balance. In 1972-73 Pakistan, once again, 
had a surplus balance of trade after 21 successive 
yearly deficits. The success achieved in 1972-73 
was the result of deliberate policy actions including 
devaluation and export promotion measures. This 
surplus was achieved partly as a result of a sharp 
increase in the volume and value of exports and 
partly due to slower increase in imports. 

Besides the above three financial years of surplus, 
Pakistans exports always fell short of imports (see 
Table 2.7). 

The structure and composition of Pakistan's 
exports and imports have changed over time (see 
Table 2.4). In 1969-70, the primary commodities 
comprised 33 per cent of exports while the share of 
semi-manufactured and manufactured goods was 24 
per cent and 44 per cent respectively. The situation 
changed in 1999-2000 when the shares of primary, 
semi-manufactured and manufactured exports were 
12 per cent, 15 per cent, and 73 per cent respectively. 
It implies that share of manufactured exports has 
increased and that of primary exports fallen while 
that of semi-manufactured exports remained more 
or less unchanged. The change is positive because 
international prices of manufactured products are 
more stable as compared with the prices of primary 
products which are prone to severe price shocks. If 
quality products are produced there is a large market 
for manufactured products. The current trends 
relating to 2011-2012 are also apparent in Table 2.7. 


Table 2.7 Exports, Imports, and Trade Salance 
(in USS million at Current Prices) 





Year Exports Imporis ae 
1999-2000 8,569 10,309 -1,7 
2000-2001 9,202 10,729 -1,f 
2001-2002 9,135 16,340 Ve 
2002-2003 11,160 12,220 -1,C 
2003-2004 12,313 15,892 Je 
2004-2005 14,391 20,598 6,2 
2005-2006 16,451 26,561 -12,1 
2006-2007 16,976 30,540 =-13,5 
2007-2008 19,052 39,966 -20,9 
2008-2009 17,688 34,822 -17,1 
2008-2009 19,290 34,710 —15,5 
2008-2009 24,810 40,414 —15,6 
2008-2009 17,190 32,285 —16,0 





Source: Pakistan Economic Survey 2008-2009, Table 8.1, p 
and Pakistan Economic Survey 2011-2012, Tabie 
p. 69. (Appendixes) 


The change in composition of imports has 
been very conducive to long-term growth requ 
ments. The import side of Table 2.3 indicates t 
the share of consumer goods increased from 1) 
cent in 1969-70 to 14 per cent in 1999-2000. Sim 
trends are found in industrial raw material impo 
The percentage share of industrial raw mate 
imports for capital goods industries has declii 
from 11 per cent in 1969-70 to 6 per cent in 19! 
2000 and that of industrial raw material impc 
for consumer goods industries has increased fr 
26 per cent to 54 per cent of total imports for 
same period. It indicates that our consumer por 
imports (including industrial raw material 
consumer goods) have increased at a rapid pace 
compared with capital goods imports which ar 
prerequisite for long-term self-sustained growth 
the economy. It is very important to note that 


‘are talking in terms of percentage shares and no! 


terms of absolute values. In absolute terms, all ty 
of imports increased over time. However, differen 
in their rates of growth resulted in a change in tt 
percentage shares. The other trends are appar 
from the above table. 
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Table 2.8 Unit Value Indices and Terms of Trade 
(Base year 1990-91 = 100) 


Unit Value Indices Terms ot! 

Year 

Exports imports Trade 
1991-92 119.9 131.9 $0.9 
1993-94 142.9 141.2 101.2 
1995-96 185.4 185.5 99.9 
1997-98 245.6 196.9 423.5 
1998-99 258.4 223.3 115.7 
99-2000 253.8 259.0 98.0 | 
2000-01 271.5 298.4 91.0 
2001-02 271.2 295.6 90.8 
2006-07 310.03 495.33 62.59 
2007-08 356.40 632.30 55.42 
2008-09 450.40 790.62 56.95 
2009-10 478.07 859.60 56.94 
2010-11 593.19 4013.10 50.55 
2011-12 668.44 1205.52 55.45 
July-March 


a 
Source. Federal Bureau of Statistics and Pakistan Economic 
Survey 2009-2010, Table 8.5, p. 63. and Statistical 
Appendix of Pakistan Economic Survey, Table 8, p. 70. 


The terms of trade (TOT)* with base year 
1990-91 (1990-91 = 100) aggregated to 82.1 during 
2002-03 as compared to 90.8 in 2001-02, showing 
a deterioration of 9.6 per cent. This declining trend 
has persisted and the terms of trade during July- 


a ne 
4. The term TOT (Terms of Trade) signifies the ratio of export price index to im 


price index and Pm is import price index, 


93-94 95-96 97-98 98-99 99-00 


Terms of Trade (Base year 90-91=100) 


03-04 
(July-Mar.) 


O0-01 01-02 02-03 


March 2003-04 worsened by 1.8 per cent down 
to 79.5 over the level of 81.0 recorded in the same 
period last year. The increases in unit prices of 
major import items (especially palm oil, chemicals, 
and iron and steel) in the international market has 
adversely impacted the terms of trade. The export 
unit value index during this period was up by 10.9 
per cent while the import unit value index showed 
a rise of 13.0 per cent. (See Table 2.8]. The trend 
depicted by the terms of trade is also shown in 


Fig. 2.2. 


Workers’ Remittances 


Workers’ remittances, after attaining 4 peak 
(US$4,236.9 million) during 2002-03, declined 
during 2003-04 [See Fig. 2.3]. The flow during July- 
April 2003-04 was US$3,210.6 million compared 
to US$3,536.9 million for the same period in the 
previous year, thereby registering a decline of 9.2 per 
cent. In other words remittances averaged US$321.1 
million per month against a monthly average of 
US$$340.8 million, showing a short fall of USS19.7 
million every month. 

Further analysis reveals that with a 31.29 per cent 
share, the United States remained the single largest 
source of cash remittances, followed by the UAE 
with 16.89 per cent share and Saudi Arabia with a 
14.72 per cent share. 


port price index i.c. TOT = Px/Pm. Where Px is export 


Cc 
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Figure 2,3 
Workers’ Remittances ($ Million) 
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Note: During July~-April 2008-9 workers’ remittances were $6.36b. 


The sources of workers’ remittances are tabulated 
below: 


ee 


Table 2.9 Workers’ Remittances: 2011-2012 (July—April) 


| Count 
ry Percentages 
Saudi Arabia 28 
UAE 22 
USA 18 
United Kingdom 12 
Other Countries (Bahrain, Kuwait, Canada, Japan, Norway 
Qaiar, Sultanat-e-Oman and other countries} 20 
yy gees 
Total YF) 
| 106 


a 
Source: Edited from: Pakistan Economic Survey 2011-2012 


Islamabad: Government of Paki 
stan, Fi 
Table No. 8.2, p. 114. nes ONES 


Workers’ remittances are a major source of foreign 
| apy earnings and occupy a significant place 
| ing the import bill of the country. These 

amounted to US$136 million in 1972-73 and 
| san a decade, surpassed total export bearings, 

ee US$13 billion in 2011-12. However, 
= ae registered an increase in 2002-2003 to 
es ,237 million. In 2003-2004, this figure was 

3,872 million and in July 2004 to April 2005 it 


3211 





99—00 f 
02—03 


03-04 (Jul-Apr) 


was 05S33,452 million. During 2011-12 
. -12, the 
around $13 billion. : a 


Exchange Rate 


The continued build-up in foreign excha 
reserves, a surplus in the current account balay 
a sufficient inflow of remittances through offi 
banking channels, an improved credit rating ; 
the establishment of exchange companies 
strengthened the Pakistani rupee vis-a-vis the 
dollar both in the inter-bank foreign excha: 
market, as well as, the open-market. The inter-b: 
exchange rate per US$ averaged Rs. 57.4616 dur 
April 2004, as against Rs. 57.7432 averaged dur 
July 2003. In the open-market, the Pakistani ry 
also gained strength and appreciation by about « 
per cent. Thus, in general, the average exchange r 
of the Pakistani rupee versus the US dollar remair 
almost stable. 

The exchange rate of the euro against the ruj 
continued to gain strength. The Pakistani rur 
exchange rate in terms of one unit of euro duri 
July 2003 averaged at Rs.65.6627 which rose 
an average of Rs.68.9665 in April 2004. Thus, 1 
Pakistani rupee depreciated vis-a-vis the Et 
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Figure 2.4 


Average Exchange Rate ($/Rs. and Euro/Rs.} 





(Rupees) 


==) 
a 
bby 


during the first four months of 2004 by 4.8 per 
cent—mainly because the single Euro zone currency 
(Euro) dominated the international market against 
the dollar and caused the average parity rate of the 
Pakistani rupee to lose ground in terms of the Euro. 
The movement of the Pakistani rupee exchange rate 
versus one unit of the US$ and the Euro is given in 


Fig. 2.4, 


Foreign Exchange Reserves 


The rising trend in Pakistan's foreign exchange 
reserves continued during the current fiscal year 
and reserves stood at US$12.505 billion towards the 
end of April 2004—sufficient to finance about one 
year of imports. Of which, reserves held by the State 
Bank of Pakistan amounted to US$10.889 billion 
and by banks stood at US$1.616 billion. From end 
July 2003 until end Apri! 2004 Pakistan added 
US$1.420 billion in its foreign exchange reserves, 
against an accumulation of US$3.352 billion in the 
same period last year. [See Fig. 2.5] . 
With this impressive buildup in reserves, Pakistan 
was in a position to meet any abnormal shock on the 
external front. Many factors contributed towards this 
comfortable reserve position. The most prominent 
“being higher export proceeds, substantially large 





private inflows, grants assistance provided by devel- 
opment partners, stability in the exchange rate, 
enhanced investor's confidence leading to higher FDI 
flows, and reduced external vulnerability. 

Foreign exchange reserves as on April 2012 were 
US$16.5(b), The exchange rate average of Rs.88.75 
against US$ during July-April 2011-2012 as on 28 
September 2012, this rate was around Pak Rs.95 
against US$ I. 


EMPLOYMENT AND 
INCOME DISTRIBUTION 


Full employment has always been the most desired 
goal of an economy. Full employment is defined as a 
state when all human, material, and natural resources 
of a nation are fully exploited and the country is 
producing at its potential output level. However, 
here we are concerned only with human resources. 
An interesting feature of Pakistan's employment 
structure is disguised unemployment, i.e. the extent 
to which a worker is working less than 35 hours a 
week. Open unemployment (number of workers who 
can and are willing to work but not finding suitable 
jobs) rate is estimated to be 8.27 per cent as 2.40 
million labour force is unemployed out of a total 


C 
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Figure 2.5 
Foreign Exchange Reserves—End Period 
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of 45.04 million for 2004(E) based on the Labour 
Force Survey 2001-2002. The urban unemployment 
rate is 9.8 per cent for 2004 as compared to 7.55 per 
cent in rural areas. But for disguised unemployment 
(also called underemployment), there are no reliable 
estimates available. 

The Labour Force Survey provides some informa- 
tion on underemployment in terms of hours worked, 
job satisfaction, and preference of employment 
persons for an additional job. Underemployment, 
defined as less than 35 hours work per week, shows 
wide variations over time. For example, it declined 
from 14 per cent in 1982-83 to 9.2 per cent in 1984- 
85. The time-based measure of underemployment, 
in any case, is inadequate unless accompanied by 
wage and income data. 

The agriculture sector absorbs the major 
Proportion of labour force as 48.42 per cent of 
total working force is employed in agriculture 
sector. Next largest sectors are trade, mining, and 
manufacturing which employ 13.50 per cent and 
11.55 per cent of the working force respectively. 
These data relate to 2002. Table 2.10 gives sector- 
wise employment in percentage terms. 

This table indicates that during the last four 
decades, share of agriculture sector in employment 
has declined from 60.47 per cent to 42.09 per cent 


Hideman, A. 1993, p. 173. 





\ 


2003-04 (April) 


while that of trade has increased from 7.60 | 
cent to 14.85 per cent. Manufacturing and min 
sectors share in employment increased from 13 
per cent in 1963-64 to the peak level of 15.66 | 
cent in 1968-69 but after that it declined to 12 
per cent in 1971-72. Again, it rose to 14.66 per ce 
in 1978-79 and since then it has been declining w 
small fluctuations and was 13.91 per cent in 2003 
low employment in the manufacturing sector is 
great concern for the government. On the one har 
manufacturing sector development is much desir 
for but on the other hand, its low employme 
generating ability and use of capital intensi 
techniques result in a higher rate of unemployme 
which is most unwanted. However, it is observ 
that small-scale manufacturing sector generat 
more employment as it employs L-intensive tec 
niques, therefore is recommended that small ai 
medium sectors be paid more attention to if the ev 
increasing supplies of labour are to be absorbed. 


Income Distribution 


When the phenomenon of development is viewed 
a multidimensional social and economic perspectiv 
equity ranks high in making qualitative judgeme 
of growth, This puts the issue of social welfare 
the top of the agenda of development prioritic 


es 
5. ILO-ARTEP, ‘Labour Markets and Human Resource Planning in Asia: Perspectives and Evidence. Edited by Muatadar, M. ai 


36 THE ECONOMY OF PAKISTAN 


Table 2.10 Distribution of Employed Persons of 10 Years Age and Above (by Major Industries Division) 


(Percentages) 

Year Agriculture Manufacturing Construction Electricity Transport Trade Other 
1963-64 60.47 13.60 1.44 0.35 2.04 a 0 ee 
1968-69 55.79 15.66 3.70 0.36 4.64 pe Be ee 
1971-72 57.32 12,92 3.41 0.37 pee ae ie 
1978-79 52.65 14.66 492 0.74 ae ae 
4989-90 51.15 12.84 6.38 0.59 4, i ee 
1990-91 51.15 42.84 6.38 0.59 4.89 es ae 
1995 46.79 10.50 7.2% 0.82 ial ape fee 
1996 46,79 10.50 7.21 0.82 sie so ae 
1997 44.15 11.20 6.75 0.98 ie se rc 
1998 47,25 10.15 6.26 0.70 ah pl ya 
1999 47.25 10,15 6.26 0,70 5.46 pa ais 
2000 48.42 11.55 5.78 0.70 5.03 ee tae 
2001 48.42 41.55 5.78 0.70 spe hae ee 
2002 48.42 11.55 5.78 0.70 — ee teas 
2006 43.37 13.93 6.13 0.66 pi ee = 
2007 43.61 13.65 6.56 0.75 ee bi ee 
2008 44,65 13.11 6.29 0.70 pe ae a 
2003 45.08 13.14 6.62 0.69 5. : aad nel 
2010 44,56 13.34 6.74 0,80 5.2 ae ae 
2011° 45.05 13.80 6.95 0.48 5.11 : 


Source. Pakistan Economic Survey 2000-2001, Table 12.11, p. 152 


and 2001-02, Table 12.11, p. 138, 2003-04, ibid.; 2004-2005, Table 


11.11, p. 104, Table 11.11, p. 104 respectively; 2008-2009, Statistical Annexures, Table 11-12, pp. 100. and Pakistan Economic 


Survey 2011-12, Statistical Appendix, Table 12.1, p. 110. 
*Estimated. 


There is a rich stock of empirical evidence across the 
countries both in favour and against the conflict or 
harmony between growth and equity. Policymakers 
in Pakistan have long recognized the need for 
equity-friendly growth. Concentration of wealth and 
income leads to economic and social polarization. 
Growth with equity enhances social welfare which 
is ensured when the gains of growth filter done 
to the masses, either automatically through a well 
conceived development strategy with a built in 
mutually-reinforcing connection between growth 
and equity or through occasional supplementary 
corrective measures. 

In Pakistan, no effort was made to collect data 
on income distribution until 1963-64 when the first 
Household Income and Expenditure Survey (HIES) 
was carried out. The HIES has been repeated for 
subsequent periods for some years: 1966-67, 1968- 
69, to 1971-72, 1979, 1984-85, 1986-87, 1987-88 
and 1990-91, 1993-94. As on 2 July 2004, the latest 
round of HIES was conducted in 2001. Despite 





limited size of the sample and other statistical biases, 
HIESs are a very useful source of information, 
nonetheless, the data should be interpreted with 
some caution. Income distribution data everywhere 
are unreliable because they are not only subject 
to sampling and other biases, often found in most 
types of surveys, but also to misreporting of income 
by the respondents. 2 

Trends in inequality in income distribution (Gini 
Coefficient) and relative income shares of lowest 
20 per cent, middle 60 per cent and highest 20 per 
cent households are tabulated in Table 2.13. 

Based on the World Development Report 2006, 
the Gini Index® for Pakistan 1998-1999 is 41 per 
cent. However, based on our research, the global 
Gini Index mean is also 41 per cent. 

Four distinct phases of inequality trend can be 
identified. The first phase spread over 1963-71 
showed that inequality in income distribution 
narrowed. The second phase covering 1971-79 
suggested a widening of income inequality. The 


fae i ting and 
6. Gini ratio is one of several but most commonly used measure of income disparity because of jar aan : Siri as 
understanding. Its value ranges from 0 to 1. At zero it represents perfect equality (each percentile of household getting 


; i : is 
income) while at one it indicates perfect inequality (one income class has all the income and everyone else has nothing). It i 


computed from relevant household income and expenditure surveys. 
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Table 2.11 Household Income Distribution in Pakistan 





Household Household Income Shares sone st GDOP ae 
Yea Gini Co- 
al ee Lowest Middle Highest 20% to redo Rate 
20% 60% 20% lowest 20% 
1963-64 0.386 6.4 48.3 45.3 7.1 65 : 
1966-67 0.355 7.6 49.0 43.4 5.7 3.1 BE 
1968-69 0.336 8.2 49.8 42.0 5.1 6.5 ie 
1969-70 0.936 8.0 50.2 41.8 5.2 98 4° 
1970-71 0.330 8.4 501 41.5 49 12 5.3 
1971-72 0.345 7.9 49.1 43.0 54 23 43 
1979 0.973 7.4 47.6 45.0 6.1 55 GE 
1984-85 0.369 7.3 47.7 45.0 6.2 87 5.3 
1985-86 0.355 7.6 46.4 440 5.8 6.4 4. 
1986-87 0.346 7.9 485 43.6 5.5 8.8 Ze 
1987-88 0.348 8.0 48.3 43.7 55 6.4 6.2 
1990-91 0.407 5.7 45.0 49.3 86 56 12.7 
1992-93 0.410 6.2 45.6 48.2 7.8 29 9.E 
1993-94 0.40 G5 46.3 47.2 73 45 
1996-97 0.40 7.0 43.6 49.4 7.1 1.9 
1998-99 0.410 6.2 44.1 49.7 8.0 4.2 
Source Pakistan Economic Survey 1996-97, p. 6; 2000-2001, Table 4.1, p. 51; and 2007-2002, Table 4.1, p. 48 
Nole: Updated figures till 2 July 2004 have not been released In Pakistan Economic Survey 2003-04. 
ratio of highest to lowest 20 per cent income group —- Table 2.12 Monthly Average Household 
which was 7.1 per cent in 1963-64 decreased to 4.9 Rural/Urban Income (Rupees) 
per cent in 1970-71 and increased again to 6.1 per —-Year Urban A 
+ * * oe —$<—<——— SSD 
cent in 1979. In the third phase, 1984-87, the ratio —_ 1968-69 303 
declined from 6.2 per cent to 5.5 per cent. However, Pecan ae 
in the fourth phase, 1987-91 it has worsened from 1986-87 2.739 1 
3.9 per cent to 8.6 per cent. The above trends are 1987-88 2,956 1J 
reflected in the behavior of the Gini Coefficient aie: pe a 
* * . . pc t il 
which is used as a general index for overall income Gomaound Growl Fale (Hancann) ae : 
distribution. —— a 


The Gini Coefficient is more sensitive to changes 
in the middle of the distribution. An increase or 
decrease in income in the middle of the distribution 
will have a greater impact on the measure than a 
similar change at either end. 

One way to get an insight into the structure of 
inequality is to analyze inter sectoral disparity on 


rural-urban basis, The rural population have a lower 


standard of living compared to their urban counter- 
parts. This is attributed to their poor possession of 
productive assets, high underemployment and lack 
of socio-physical infrastructure. The average income 
for the sampled household in rural areas is less than 
that of the urban areas which has been highlighted 
in all the HIESs. However, average incomes in 
rural areas have improved compared to urban areas 
between 1968-69 and 1992-93 and the gap has 
narrowed in percentage terms. 


Sources: Pakistan Economic Survey 1996-97, Isiama 
Government of Pakistan, Finance Division, p. 7; 199 
Table 4.2, p. 42. 

Note: Updated figures for 2008-2009 are not available. 


Table 2.12 shows that monthly average housel 
income in the urban areas increased from Rs. 
in 1968-69 to Rs.4,976 in 1992-93. Similarly, 
increase in monthly average household incc 
in the rural areas was from Rs.197 in 1968-6! 
Rs, 3,070 in 1992-93. 

On the whole, income distribution has b 
better in the rural areas compared to the ur 
areas in all the years of HIES excepting 1990- 
The share of the lowest 20 per cent in the rural < 
is consistently higher than in the urban area w 
the reverse is the position in the case of the higl 
20 per cent which claimed lower share in rural at 
compared to urban areas. The trends are giver 
Table 2,13, 
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According to Table 2.13, in the rural areas, the 
lowest 20 per cent of the population was getting 8.3 
per cent of the income while the highest 20 per cent, 
41.3 per cent during 1979 and the corresponding 
Gini Coefficient was 0.32. However, during 1990-91, 
6.0 per cent of the income went to the lowest 20 per 
cent of the rural population and 47.4 per cent to the 
highest 20 per cent. The Gini Coefficient was 0.41 
per cent. 

Similarly, the share of the lowest 20 per cent 
urban population in total income was 6.9 per cent 
during 1979 which declined to 5.7 per cent during 
1990-91, whereas the highest 20 per cent got a share 
of 48 per cent of the total income which increased 
to 50.5 per cent for the same time period. The Gini 
Coefficient for 1979 was 0.40 and that for 1990-91, 
0.39, This was 0.33 for 1998-99. 

Inter-country comparison of income distribution 
is given in Table 2.14. Pakistan compares reasonably 
well with other countries. 

From Table 2.14, we can see that in Malaysia, 
during 1989, 4.6 per cent of the total income went to 
the poorest 20 per cent population and 53.7 per cent 
to the richest 20 per cent. In India, during 1992, the 
poorest 20 per cent of the population was getting 8.5 
per cent of the total income and the richest 20 per 
cent was getting 42.6 per cent. However, in Pakistan, 
during 1992-93, the share of poorest 20 per cent 
population was 6.2 per cent and that of richest 20 per 
cent population was 48.2 per cent. Similarly, these 
shares can be seen for the other countries. 

A recent study conducted at the Centre for 
Research on Poverty Reduction and Income 
Distribution (CRPRID) suggests that poverty in 
Pakistan is highly concentrated in a small range 
around the poverty line. The study divides the whole 
population represented in the HIES/PHIS in to 
six quartiles. These quartiles are based around the 
poverty lines in such a way that the condition called 
‘poverty’ is not just confined to the population below 
the poverty line, but goes beyond it and includes the 
people residing above the poverty line as well. These 
quartiles were classified under three headings: a) 
the absolute poor, b) the transitory poor, and c) the 
non-poor (see Fig. 2.6 for the distribution of poor 
according to the quartiles). If the per capita per 
month consumption of the household is less than 
75 per cent of the poverty line, it is characterized 
‘as a transitory poor household. If the per capita per 


Table 2.13 Household Income Shares (Rural and Urban) 
ee a ee ee 


Year Lowest Highest Gini- 
20 per cent 20 percent Coefficient 
AURAL 
1979 83 41.3 0.32 
1984-85 9 42.6 0.34 
1965-86 7.9 40.6 0.33 
1986-87 4.0 39.0 0.32 
1987-88 §.8 40,0 0.31 
1950-974 6.0 47 4 0.41 
1992-93 F.0 44.6 0.37 
1993-84 7.4 43.3 0.40 
1996-97 7.3 49.3 0.41 
Oe nS nL, nc 
URBAN 
1979 6.9 48.0 0.40 
1984-35 7.0 47.7 0.38 
1985-86 75 45.0 0.35 
1986-87 7.9 44.0 0.36 
1967-88 6.4 48.1 0.37 
1980-91 5.7 50.5 0.39 
1992-93 6.1 46.9 6.42 
1993-94 6.7 47.1 6.35 
1996-97 7.6 47.0 0.38 
1998-99 6.0 60.0 0.33 


DE 

Source: Extracted from Pakistan Economie Survey 2000-2001, 
Islamabad: Government of Pakistan, Finance Division, 
p. 52, Table 4.2; and 2001-2002, Table 4.2, p. 49. 


Table 2.14 Income Distribution in Selected Countries 


(USS) 
Household Ratio of GNP 
Income Shares Richest per 


Country Year 20 percent Capita 
Poarest Richest to Poorest (1993) 
20 per cent 20 percent 20 percent USS 
Pakistan 1992-93 6.2 48.2 7.8 420 
Bangladesh 1992 9.4 37.9 4.0 220 
China 1992 =—«G 2 43.9 7.1 530 
India 1992 6&5 42.6 5.0 320 
Indonesia 1993 &7 40.7 4,7 880 
Malaysia 1989 «= 4.6 53.7 11.7 3480 
Philippines 1988 65 47.8 7.4 950 
Sri Lanka 990) Ss «#89 39.3 4.4 640 
Thailand 1992 5.6 52.7 9.4 2410 


a 
Source: Pakistan Economic Survey 1996-97, Istamabad: Govern- 
ment of Pakistan, Finance Division, p. 8. 
Updated figures have nat been released in the Pakistan 
Economic Survey. 


month consumption expenditure household is more 
than or equal to 1.25 per cent of the poverty line, 
it is characterized as a non-poor household. It is 
under these quartiles that the dynamics of poverty 
were analyzed by the study for the period 1998-99 
and 2000-01 using the HIES/PHIS data set. 


| 
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Figure 2.6 
Population Quartiles/Poverty Band 


Non-Poor 
(15.3%) 
Transitory Non-Poor 
(32.2%) 
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Extremely Poor 
(1.6%) 


Rs. 1497.1/- 


Rs. 935.7/- 


Rs. 748.56/- 


Rs. 561 .4/- 
(10.4%) 


Rs. 374 .3/- 


Source: Center for Research on Poverty Reduction and income Distribution (CRPRID) 


The result of the study suggests that out of 32.1 
per cent of the population living below the poverty 
line in Pakistan in 2000-01, 63 per cent of them 
were at the border line and were characterized as 
transitory poor. Therefore, taking this 63 per cent 
of the poor out of poverty is a relatively easier task 
while taking the remaining 37 per cent of the total 
poor above the poverty line on a permanent basis 
is far more challenging. This suggests that halving 
poverty as one of the Millennium Development 
Goals (MDG) seems to be an achievable target but 
major efforts will be needed to take the remaining 
37 per cent of the poor households in Pakistan 
above the poverty line through different socio- 
economic pro-poor policies. 

It is generally estimated that there is shortage of 
six million houses in Pakistan. In view of the high 
inflation rates, low purchasing power and adverse 
social economic environment, it is advisable that 
the Government of Pakistan should develop Shelter 
Policy for the common masses to bring relief to 
their socio-economic pressures. However, the 
government has taken cognizance of the current 
situation and has taken several measures towards 
expanding the safety nets in the interest of poverty 
stricken people. Introduction of pro-poor scheme 
including Pakistan Poverty Elevation, Pakistan 
Bait-ul-Mal, Benazir Income Support Programme, 
Peoples Works Programme, Employees Old-Age 


Benefit Programme, Workers Welfare Fund a 
Micro-Finance Initiative are some examples in t. 
respect. The operational and implementation aspe 
with high ethical standards is the crying need | 
ensuring that benefit in tangible form should rea 
the common man and accordingly safety social n 
are strengthened to reap the benefits as origina 
visualized the schemes. 


THE ISLAMIC ECONOMIC SYSTEM: 
GUIDELINES 


Quaid-i-Azam Mohammad Ali Jinnah, the founc 
of Pakistan, while inaugurating the State Bank 
Pakistan on 1 July 1948, stated that Pakistan shot 
not follow the Western economic system. In | 
opinion, this system was responsible for the ty 
world wars. He had very clearly recommend 
that the research department of the State Bank 
Pakistan, established as the central bank of t 
country, should develop an economic system bas 
On socio-economic justice, as given in the Qur 
and Sunnah, 

At the height of the Cold War, it was communis 
which was detested, not capitalism; yet it is ne 
realized, especially after the effects of globalizatic 
that there are features of capitalism which are 
odds with Islamic values. 
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It is not the way of Islam to rule on any system as 
such. The holiest personages of Islam were engaged 
in trade. This involves recognizing the right to 
make a profit. What Islam states, is to lay down the 
rules according to which economic activities can 
be conducted. These are: the prohibition of usury, 
hoarding, cheating in weights and measures, and 
gambling. 

Trade implies the right to own private property, 
and in order to promote social justice zakat and 
ushr are prescribed. None of the economic crimes 
mentioned above are linked to a system. Gambling, 
profiteering and cheating are recognized as crimes 
in every civilized society. The only exception is 
usury—or interest. Interest is rightly described as 
the lifeblood of capitalism. If interest is abolished, 
capitalism in its present form shall cease to exist. 

Let us return to purely economic terms in order to 
clarify our contention. The process of money creation 
in a capitalist economy will illustrate the point. 
Bank credit is a source of international liquidity. To 
forward or demand a loan is to create a new deposit 
in the banking system. A debt in modern times 
does not remain a measure of borrowing between 
parties, A direct function of the bank is creating and 
supplying the money stock whether held by nations 
or by international agencies. It is to prevent such 
exploitative outcomes that usury is banned. 

How should one cope with globalization and 
poverty alleviation, while keeping in sight the 
Islamic principles, shall remain a key challenge for 
successive governments. 


SELECTED MACROECONOMIC 
INDICATORS 


The State Bank of Pakistan, has published the 
following selected macroeconomic indicators in its 
Annual Report for 2010-11. See Table 2.15: 


Table 2.15 Core Economic Indicators 
Pakistan Economic Indicators as af 20 October 2012. 
lt aa A tl act 


DAILY INDICATORS 


Floating Interbank Rate (As/$)} 95.76/95.82  95.62/95.68 
Aupee/USS (kerb market) 95. 35/95.65 95.20/95.50 
Karachi 100-share index 15,812.72 15,865.53 
Gold (Karachi) Rs/10 gm NIA 52,414 
CENTRAL BANK AUCTIONS 
Treasury bill auction results: 
Cut-off yield (pct) at auctlon on Oct 17 Oct 3 
Three-months bills 9.6383 9.7291 
Six-month bills 9.6481 9.7583 
12-month bills 9.7118 9.7601 
Pakistan Investment Bond (PIB) auction results 

Cut-off yleld (pct) at auction on Sept 26 Aug 15 
three-year PIB 10.6252 14,2994 
live-year PIB 11.1744 11,6990 
10-year PIB 41.5996 12.0487 
20-Year PIS No Bids Received No Bids Received 
WEEKLY INDICATORS 

Week ending Oct 19 Oct 12 
Total liquid forex reserves $14,989 bin $14.3919 bin 
Forex held by central bank $9.829 bin $9.814 bin 
Forex held by commercial banks $4.560 bin $4.505 bin 
MONTHLY INDICATORS 

LAST PVS 

Consumer price index Sept N/A N/A 
Change mih/mth (pct) Sept 0.79 0.9 
Change yr/yr (pct) Sept 8.79 9.1 
Wholesala price index Sept N/A N/A 
Change mth/mth (pct) Sept 0.3 1.0 
Change yriyr (pct) Sept 7.6 rer 

Trade Balance Sept $-1.207 bin $~1.774 bin 
Exports Sept $2,219 bin $1.911 bin 
Imports Sept $3.506 bin $3.685 bin 
ANNUAL INDICATORS 

FISCAL YEAR 2011/12 2010/11 
Population (millions) "176.91 175.31 

Per capita Income $1,372 $1,256 
Externa! debt (billion dlr) *365.562 $65.814 
Tota! F.debt as pct of GDP N/A NIA 
Domestic debt (billion rupees) *7,995 7,680 
Total domestic debt as pctof GDP N/A N/A 

Gross domestic product growth “3.7 pet 3.0 pet 
Manufacturing sector growth *3.6 pct 3.1 pet 
Services sector growth *4.0 pet 4.4 pct 
Agricultural sector growth *3.1 pet 2.4 pct 
Commodity producing sector grawth °3.3 pct 1.5 pet 
Average consumer price inflation "40.8 pct N/A 

Fiscal deficit (pct of GDP) *5.0 pet 5.5 pet 
Trade balance (FBS July-June} $-21.271 bln $-15.604biIn 
Expors $24.810 bin 

Imporis $40.414 bin 

Current A/C balance $4.52 bin $214 min 
* = Provisional 

S@P = State Sank of Pakistan 

FBS = Federal Bureau of Statistics — Reuters 


Source: Business Recorder 31 October 2012 
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The State Bank of Pakistan Annual Report 2009 gave the following core economic indicators: 


Table 2.16 Core Economic Indicators 


Indicators 


FYOS FYO6 FY07 FYOS FY 
Economle Growth 
1. GDP at Current Factor Cost (Billion Rs.} 8,235 9,922 12,110 14,067 17,1 
2, GOP at Constant Factor Cost of 1999-2000 (Billion As} 5,192 5,383 5,476 5,682 5. 
3. Agricultural Sector Aea! Growth Rate 4.1 | 1.0 | 40 0 6 | 
4, Manufacturing Sector Real Growth Rate 8.3 4.6 -36 5S 
5. Services Sector Real Growth Rate 7.0 6.0 1.7 2.9 
Monetary Sector 
6. Currency/Deposits ratio 0.26 0.27 0.29 0.29 0 
7. RFCOs/Deposits 0.06 0.07 0.07 0.08 0 
8, M/GDP1 0.47 0.46 0.40 0.39 0. 
9, Private Sector Credil*/GDP" {per cent) 28.59 28.20 22,82 20,59 17 
10. Private Sector CreditDeposits 0.77 0.78 0.73 067 0. 
11. M: Growth Rate 19.32 15.35 9.56 12.46 15. 
12. Reserve Money Growth Rate £0.88 22.28 1.86 17.39 17. 
13. Money Multiplier 3.06 3.17 3.41 3.44 3. 
Banking Sector*® 
14. Capital Adequacy Ratio 12.3 12.2 13.5 13.9 1 
15. Advances/Deposits Ratio 69.7 75.2 69.6 63.0 5¢ 
16. Return on Assets (After Tax) 1.5 0.8 1.0 1 Je 
17. NPls/Advances (gross) 7.6 10.5 It 5 12.9 : 
18. NPLs/Advances (nel) 1.1 34 3.7 38 
19, Provision/NPL 86.1 69.6 70.2 fa2 
Interest Rates (per cent) 
20. SBP 3 day Repo Rate (End Period) 95 12.0 14.0 12.5 14 
21. Indicative Inter Bank Cail Rates 8.9 9.9 13.2 116 12 
22. Six Month Treasury Bill Weighted Average Rate (End Period) 8.9 11.47 12.0 12.3 13. 
23. Six Months KIGOA (End Period} 9.75 13.95 12.65 12.25 13. 
24. Weighted Average Rates of Return on Deposits (End Period) 2.6 4.13 4.44 4.29 4 
eS. Weighted Average Rates of Return on Advances (End Period) 14.55 12.49 14.25 13.63 13. 
26. Yield on Five Year PiBs—Weighted Average (End Period) 9.63 - 12.40 12.50 14 
27. SBP Export Finance Scheme Rate (End Period) 6.5 6.5 65 8.0 10 
Inflation 
28. Consumer Price Inflation (Average) 7.8 12.0 20.8 11.7 13 
29. Core Inflation? 5.9 84 17.6 14.0 9 
30. Wholesale Price Inilation 6.9 16.4 182 12.6 23 
Fiscal Balance (Billion Rs.) 
31. Federal Government Aevenue Receipts 1,274.0 1,402.8 1,673.3 2,051.9 2,235 
32. Federal Government Expenditure 1,364.4 1,920.7 2.1014 2,577.0 678 
33, Federal Government Development Outlays 299.0 365.2 ‘355.1 444.3 321 
External Sector 
Trade Sector‘ 
34. Exports-fob (Billion USS) 16,976 19,052 17,688 19,290 24,81 
35. Imports-cif (Billion USS) 30,540 39,966 34 22 34,710 40,41 
36. Terms of Trade (1990-91=100) 62.59 55.42 56 95 56 94 | 
37, Export Price Index (1990-91=100) 310.03 350,40 450.40 478.07 
38, tmport Price Index (1990-91=100) 495.33 632.30 790.82 839.60 
1. GDP at Market Price R = Revised 


2. Data for FY¥04—08 pertains to end Dec. 
J. Non Food-Non Energy 
4. Based on trade data of FAS 


P = Provisional 


* Flows 
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Core Economic Indicators (Contd.) 


Indicators 


—_— oe ey epee 


Balance of Payments 
39. Current Account Balance (Mililon USS) 
40, Current Account Balance (per cent of GDP}' 
41. Financial Account Balance (Million USS) 
42. Forelgn Direct Investment in Pakistan (Net} 
43, Portfolio Investment (net) (Milllon US$) 


Foreign Exchange Reserves 
44. SBP Liquid Reserves (Million USS) 
45. Gold and Foreign Exchange Reserves (Million USS) 
46. Official Reserves in weeks of next year Imports on cif basis 
47. Ratio of Official Aeserves to Broad Money (per cent) 


Exchange Rates 
48. Exchange Rate (Yearly Average, As.Per USS) 
49. Exchange Rate (End Period, Rs.Per US$) 
50. Real Effectlve Exchange Rate (End Period) 
51. Nomina! Effective Exchange Aate (End Period) 


External and Domestic Debt 
52. Short-term External Debt (Million USS) 
as per cent of Officiat Reserves 
53. External Debt (Million US$) 
as per cent of GDP' 
as per cent of Exports of Goods, Services and Income 
54, External Debt and Liability (Million US$) 
as per cent of GDP" 
55. Extamal Debi Servicing (Milllon US$) 
as per cent of Exports of Goods, Services and Income 
56. Domestic Debt (Billion Rs.) 
as per cent of GDP’ 
57. Total Debt (Billion Rs.} 
as per cent of GDP" 


Capital Market* 
58, KSE 100 Index (1 November 1991=1000) 
59. Market Capitalisation of Ordinary Shares (Billion As.} 


Per Capita Indicators 
60. GNP per Capita at current prices (Aupees) 
61. GNP per Capita at constant prices (Aupees) 
62. Exports (US Dollars) 
63. Imports (US Dollars} 
64. Reserves (US Dollars) 
65. External Debt (US Doilars) 
66. Debt Servicing (US Dollars) 


Soclal Sector’ 
67. Population (Million) 
,68. Unemployment Rate (per cent} 
69, Education Expenditures as per cent of GNP 
70. Literacy Hate {per cent) 
7t, Health Expenditures as per cent of GNP 
72, Infant Mortality Rate per 1,000 persons 





5. Mid-point of spot buying and selling 

6. 30th June 

7. Economic Survey 2010-11 

~20urce: State Bank of Pakistan Annual Report 2009, pp. 2-3. 


FYOS FYOG FY07 FY08 FYOS 
-6,878 =13,874 -9,261 =4,946 268 
—4 Bt -§.47 ~5.71 ~223 0,13 
9,972 8,131 5,632 5,097 2,098 
5,140 5,410 3,720 2,151 1,635 
3,288 37 ~1,055 -64 345 
14,333 8.745 9,527 13,112 15,662 
18,890 13,436 13,971 17,924 20,941 
32.5 17.0 21.1 28.2 27.9 
21.9 12.7 15.1 19.4 20.1 
60.6342 62.5465 78.4983 83,6017 85.5017 
60.4381 68.1684 61.2551 85.3343 85.9411 
96.4681 95.3878 94,4405 95.3521 301.5455 
76.7869 70.2984 58.7769 §3.7115 §1,5826 
25 713 652 793 608 
0.2 6.2 68 6.0 3.9 
39,505 44,865 51,057 54,779 59,263 
27.5 29.9 32.6 31.5 28.2 
176.7 175.1 211.8 215.1 187.4 
40,323 46,161 52,931 57,363 61,645 
28.1 30.7 33.4 33.0 29.4 
2,876 3,183 4,747 5,787 §,858 
12.9 12.4 19.7 2.7 28.0 
2,610 3,275 3,861 4,654 6,017 
30.1 32.0 30.3 31.4 33.3 
5,101 6,476 8,306 9711 11,525 
58.8 63.2 65.3 65.5 63.8 
13,772 12,289 7,162 9,722 12,496. 
4,019.4 Wer ord 2,120.7 2iae4 3,217.5 
§5,830 62,934 74,068 85,208 702,055 
33,045 32,765 93,233 34,101 34,363 
107 116 105 112 142 
193 248 207 202 eat 
91 54 57 76 89 
250 279 304 317 337 
16 20 26 a4 51 
162.91 166.41 169.94 113.51 177.10 
5.2 5.5 §.5 §.6 5.6 
2.4 24 2.1 2.0 1.8 
55 56 57 56 = 
0.6 0.6 0.5 0.5 0.2 
76.7 76.7 68.2 65.3 63.3 


3 


Agriculture Sector 


Agriculture is the second largest sector of Pakistan's 
economy, accounting for over 21 per cent of GDP, 
and remains by far the largest employer, employing 
45 per cent of the country’s total labour force. Since 
1947, many remarkable changes have taken place in 
this sector. Its share in GDP has declined from 53.2 
per cent in 1949-50 to 23.3 per cent in 2003-04 (P) 
although agriculture production index rose to 346! 
(taking 1959-60 as base period) in 1992--93, Decline 
in agriculture’s share in GDP indicates that growth 
in this sector has been slower as compared with the 
growth in other sectors of the economy, especially 
manufacturing and trade sectors. Its share in GDP 
of Pakistan during 2011-2012 was 21 per cent. 
Agriculture in Pakistan is closely linked to rest of 
the country. It supplies a regular flow of workers to 
the non-agricultural sector and is taxed to provide 
cheap food to the urban workers. Due to this trend, 
the four largest cities have more than doubled their 
population and domestic prices of food have been 
lower than international prices. Agricultural crops 
such as cotton and sugarcane constitute raw material 
for two of the most important industries in Pakistan 
namely textile and sugar. On the demand side, it 
consumes fertilizer manufactured domestically and 
is an increasingly important consumer of electricity 
and engineering goods. Furthermore, demand 
for manufactured goods is derived from incomes 
generated in this sector. Viewed in this context, the 
performance, problems and prospects of agriculture 
are likely to have important implications on the 
overall economy of Pakistan. 
Performance of the agriculture sector in Pakistan 
has been unsatisfactory. It is chiefly attributable to 
traditional methods of cultivation, lack of motivation 


on the part of our illiterate and uninformed mn 
population and most importantly to natural disas 
like floods and pests attacks. A complete analysi 
agriculture sector performance will be made late 
this chapter but it is worth pointing out here th 
crude input-output analysis of the sector revea 
dismal picture of the situation. On the output s 
we see constant growth till very recent years. But 
trend growth rate of agriculture output is aro. 
3.4 per cent per annum during the last 40 ye; 
However, in year 2003-2004, it registered a grov 
of 2.6 per cent as against the target of 4 per ce 
If we take growth in agriculture output per cap 
the figure is less than 1 per cent because of h 
growth in population. While on the input side, 

fertilizer off-take (in thousands of N/T) increa: 
from | in 1952-53 to 111.83 in 1966-67 and n 
for the year 2003-2004, the fertilizer off-take y 
higher by 9.5 per cent. Similarly the improved se 
distribution (in thousands of tonnes) increas 
from 22.54 in 1971-72 to 321 in 1996-97. So in | 
two decades it has witnessed a ten fold increas 
During 2003-2004 (July-March), 201,000 tonnes 
imported seed was procured, while 150,000 tonr 
of improved seed was distributed. The distributi 
of improved seeds was higher by 1.9 per cent ov 
the same period of 2002-2003. 

The same is true of credit disbursed whi 
increased to more than Rs. 12 billion for the peri: 
July 1996 to March 1997 from a meagre figure 
Rs. 87 million in 1959-60. During the period fi 
2003 to March 2004, total supply of agricultus 
credit by institutions was Rs. 47,93 billion. Anoth 
input which increased substantially is the number 
tractors imported and locally manufactured. Despi 


er ee 
1. In 1988-89, the methodology for computation of agriculture production index was changed and now the year 1980-81 is tak 


as base. But for the sake of comparison we have converted the index of 143 with 1980-81 as base into 346 taking 1959-60 as bi 


period. 


2. Pakistan Economic Survey 1996-97, Islamabad: Government of Pakistan, Finance Division, p. 12 and Statistical Appendix Sectic 


Table 3.12, p. 59. 
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these impressive improvements in the availability 
of agriculture inputs, the output has not increased 
accordingly. From this crude input-output analysis 
of agriculture, we conclude that the agriculture 
sector has had decreasing returns on these inputs. 
These decreasing returns cannot be termed as 
overall decreasing returns because the supplies of 
land and water are much less elastic and cannot be 
increased like the other inputs. However, as far as 
fertilizers, tractors and credit are concerned, our 
agriculture sector has clearly demonstrated a very 
strong decreasing returns to these inputs. 


THE SHARE OF 
AGRICULTURE SECTOR 


The share of the agriculture sector in GDP is 
tabulated below: 


Table 3.1 Share of Agriculture Sector in GDP 
(Rupees million) 





Year GDP {f.c) Agriculture % 
1949-50 12,398 6,595 53.2 
1958-60 16,826 77 45.6 
1969-70 32,337 12,574 389 
1979-80 51,7936 15,826 30.6 
1989-90" 422,484 109,127 25.8 
1993-94 509,091 125,005 243 
1994-95 534,861 133,215 24.6 
1995-96 §70,157 148,832 25.6 
1996-97 979,865 149,016 25.3 
1997-98 600,125 155,748 25.9 
1998-399 625,233 158,783 25.7 
1999-2000" 3,529,445 923,609 26.0 
2000-2001 3,876,025 945,301 24.0 
2006-2007 §,192 4,135 21.9 
2007-2008 (Ri) 3,083 1,149 21.3 
2008-2009 (P} §,476 1,195 21.8 
2009-2010 §,674 1,202 21.2 
2010~2011 (A) 5,815 1,231 21.2 
2011-2012 (A) 6,029 1,269 21.1 
Z Indices based on 1980-81 price according to new 


mathodology adopted in 1987. 
ce Indices based on Constant Factor Cost of 1999-2000. 
Sources: Pakistan Economic Survey 2008-2009. Statistical 
Appendix, Table 1.5, p. 13. and Pakistan Economic 
Survey 2011~12, Statistical Appendix, Table 1.1, p. 9. 


SALIENT FEATURES OF 
PAKISTAN’S AGRICULTURE 


Climate, Irrigation, and Land Utilization 


Pakistan is a dry country. More than three quarters 
of its geographical area of 79.61 million hectares 
receives less than 250 mm of rain in an average year. 
Nearly all the rain is concentrated in two monsoon 
seasons, The summer monsoon, which brings most 
of the rain, lasts from July to August enabling the 
‘Kharif’ (june-October) cropping season and the 
shorter winter monsoon (January-February) which 
results in ‘Rabi’ cultivation. Monsoons, however, 
are capricious. They do not always arrive in time 
and when they come they either bring too much 
or too little rain. However, the rain deposits on 
the Karakoram and Himalayan ranges in Northern 
Pakistan and India which, over the millennia, 
have created the vast allusion plain known as the 
Indus Basin, that runs the length of Pakistan and 
constitutes nearly all of Pakistan's cultivable land of 
32 million hectares. 

To overcome the vagaries of such a climate, 
various irrigational measures have been taken by 
various governments. In the 1860s the British, 
taking their cue from the few successful canals built 
by the Moghuls, started a master plan for laying a 
network of canals running from the North West 
to the South East across the Doabas. This canal 
system, which has created one of the most artificially 
irrigated fertile regions of the world, is still being 
completed and extended (Canals command nearly 
12 million hectares which is 44 per cent of cultivable 
area, with 78 per cent of the soil being classified as 
very good). It enabled two, in some areas even three, 
cropping seasons and a rich variety of cereal, fruit 
and vegetable crops to feed the rapidly growing (at 
the annual rate of 3 per cent) population of Pakistan. 
Without canal irrigation the story of Pakistan's 
agriculture would be rather brief. 

The management and extension of Pakistan's 
canal system is one of the major responsibilities of 
the government. It constitutes an important compo- 
nent of the Annual Development Plan and is the 
focus of investment with foreign assistance. In the 
years to come, it is quite likely that economic pricing 
of water will become the main revenue generating 
activity for the government. 
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Table 3.2 Land Utilization 


Not avail- Cultl 

Vasr Reported Forest able for vs : 
Area Area culti- este 

Waste 


Vation 


Once 
1 2 3 4 5 6 7 8 g 10 


(fata) area 79.61 million hecte 


Cullivated Area 
Area 
Tatat Total 
Net mie 
Current Aras Area pean Cropper 
Fallow ie Cultivated Than Area 


(7+9) 


1950-51 46.45 1.39 20.75 9.16 3.54 


1960-61 50.99 1.69 18.73 12.46 
1970-71 53.55 2.83 20.40 W149 
1980-81 53.92 2.85 19.90 10.86 
1990-91 57.61 3.46 24.34 8.85 
1995-96 58.51 3.61 24.95 8.87 
1996-97 §9.23 3.58 24.61 9.06 
1997-99 59.32 3.60 24.61 9.15 
1998-99 59.27 3.60 24.52 9,23 
1999-2000 §9.19 3.78 24.45 9.09 
2000-2001 59.33. 3.77 24.37 9.17 
2001-2002 59.33 3.80 24,31 8.95 
2002-2003 59.47 4.04 24,32 9.00 
2003-2004 59.44 4.04 24.20 9.08 
2004-2005 59.48 4.02 24,39 8.94 
2005-2006 57.22 4.03 22.87 8.21 
2006-2007 57.05 4,21 22.66 8.30 
2007-2008 57.08 4.21 23.41 8.18 
2008-2009 57.13 4.21 23.47 8.14 
2009-2010 57.15 4.19 23.57 8.14 
2010-2011 57.76 4.26 23.40 8.00 
2011-2012 57.76 4,26 23.40 8.00 


11,61 15.15 1.27 12.88 
4.85 13.27 18.12 1.59 14.66 
4.77 14.44 19.21 2.18 16.62 
4.89 15.41 20.30 3.92 19.33 
4.85 16.11 20.96 5.71 21.82 
5.18 16.49 21.68 6.10 22.59 
3.48 16.50 21.98 6.23 22.73 
5.48 16.48 21.96 6,56 23.04 
3.95 16.58 21.93 6.49 23.07 
5.67 16.29 21.96 6.45 22,74 
6.73 15.40 22.13 6.64 22.04 
6.60 15.67 22.27 6.45 22.12 
6.53 15.58 22.11 6.27 21.985 
6.05 16.07 22.12 6.87 22.94 
6.86 15.27 22.13 7.St 23.78 
6.72 15,39 22.65 4.74 23.13 
§.72 16.46 21.88 7.39 23.55 
4.93 16.35 21.26 7.52 23 87 
5.04 16.24 21.28 V.47 24.01 
5.35 15.90 21.25 7,86 23.76 
6.38 15.72 22.10 7.03 22.75 
6.38 15.72 22.10 7,03 22.45 


Source: Pakistan Economic Survey 2000-2001, \slamabad: Gavernment of Pakistan, Finance Division, Table 2.2, p. 23 (Statistic 


Appendix); 2001-2002, Table 2.2, Pp. 23 (Statistical Appendix); 
(Statistical Appendix) and Pakistan Economic Survey Z07t- 


Note: One hectare = 2.47 acres. 


Total reported area under cultivation increased 
gradually over the past five decades. It was 46.45 
million hectares in 1950-51 which grew to 59.44 
in 2004-05 due to the hydrological technologies 
followed by government. Forested area increased 
gradually from 1.39 to 4.04 million hectares. Net 
trea sown increased slowly from 11.61 to 16.07 in 
2004-05 while the total area cultivated showed the 
Same trend. It rose from 15.15 to 22.12 in 2004-05, 
area sown more than once, however, rose to 5.71 in 
1990-91. Total cultivated area rose from 12.88 in 
1950-51 to 22.94 in 2004-05 (Table 3.2). It is mainly 
attributed to land reforms though, land utilization 
Statistics have not increased substantially. 

_ The total area irrigated by various sources 
increased over the years from 9.19 million hectares 
to 18.78 million hectares due to mechanization 


2003-2004, ibid., Table 2.2, p. 23 and 2004-2005, Table 2.2, p. : 


12, Statistical Appendix, Table 2.2, p, 190. 


in 2004-05, Canal irrigated areas decreased frot 
7.53 million hectares to 7.22 million hectares. Th 
area irrigated by tanks remained the same despit 
fluctuations during 1960s and 1970s. However, are 
irrigated by canal wells was reduced from 1.08 i 
1950-51 to 0.15 in 2004-05 as it was a tradition: 
method of irrigation and neglected as a result c 
mechanization. Canal and tube-well irrigated are 
increased from zero in 1950-51 to 7.50 millio 
hectares in 2004-05, 


Problem of Waterlogging and Salinity 


Canal water seeps through the porous, sandy soil 
of the Indus Basin. This seepage and poor drainage 
have, over the years, raised the sub-ground wate: 
level and salt content. This has resulted in water. 
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Table 3.3 Area Irrigated by Various Sources 


(Million hectares) 


Year Canals Canal Tube-well Wellts,Cana! Wells Tube-wells Others Total 
4950-51 7.53 — 1.08 = 0.58 9.19 
1960-61 8.59 — 0.86 0.25 0.70 10.46 
1970-71 6.69 - 1.29 2.25 0.35 10.58 
1980-81 11.46 — 0.32 2.81 0.61 15.20 
1890-91 7.89 5.87 0.08 2.56 0.35 16,75 
1994-95 7.54 6.41 0.10 2.83 0.95 17.20 
1995-96 7.60 6.56 0.11 2.89 0.40 17.58 
1996-97 7.81 6.61 0.11 2.86 0.44 17.B5 
1997-98 7.73 6.74 0.13 3.00 0.34 18.00 
1998-99 7.67 6.88 "9.09 2.98 0.33 17,95 
1999-2000 7.56 6.99 0.09 3.41 036 18.11 
2000-2001 6.98 7.22 0.10 3,19 0.33 17.B2 
2006-2067 6.66 7.78 0.89 3.89 0.35 19.59 
2007-2008 6.91 7.79 0.48 3.82 0.27 19.27 
2008-2009 6.83 7.94 6.50 3.84 6.31 19.42 
2009-2010 6.83 8.07 0.56 3.88 0.30 19.64 
2010-2011 6.40 7.60 0.57 3.92 0.18 18.67 
2071-2012 6.40 7.60 0.57 3.92 0.18 18,67 


gon-2o2 AHO 


P = Provisional 


Source: Pakistan Economic Survey 2008-2009, Government of Pakistan, Islamabad, (Statistical Appendix), Table 2.11, p. 24. and Pakisian 
Economic Survey 2011-12, Statistical Appendix, Table 2-2.1 p. 24. 


logging and salinity over vast tracts of land. 
According to a survey of 16 million hectares in 
1979 conducted by WAPDA, nearly 28 per cent of 

the area was found to be affected by salinity which 

_ lowers land productivity. Thus, extensive drainage 
programmes are likely to be another important 
sphere of government activity in the years to come. 
Table 3.4 shows that in Punjab, the total area 
of 1613.8 thousand hectares affected by salinity 
| comprises 28.8 per cent slightly saline land, 7.8 per 


Table 3.4 Exient of Salinity 
Saline-Sodic 





Province. pula and Saline 
Gypsllerous 
Punjab 464.6 126.0 
(28.8) (7.8) 
Sind 333.6 112.3 
(22.1) {7.5} 
NWEP 2.4 17 
(17.5) (12.4} 
Balochistan 0.6 11.9 
(2.5) (48.6) 
Total 801.2 251.9 
(25.4) {8.0) 
. AS well. 


Source: Soil Survey of Pakistan (various reparts). 


Z. 


cent saline sodic and saline gypsiferous land, 2.6 
per cent saline sodic, 56.5 per cent severely saline, 
and 4.3 per cent very severely saline land. Similarly 
in Sindh, out of 1506.7 thousand hectares of area 
affected by salinity, there is 22.1 per cent slightly 
saline land, 7.5 per cent saline sodic and saline 
gypsiferous, 6.8 per cent saline sodic, 56.2 per cent 
severely saline, and 7.4 per cent very severely saline 
land. The percentages are 17.5, 12.4 and 70.1 for 
slightly saline, saline sodic and saline gypsiferous 


(‘000° hectares} 


Table 3.4 Extent of Salinity 


, Very 
= ae = shale Severely Total 
id Sallne* 

42.5 011.7 69.0 1613.8 
(2.6} (56.5) (4.3) (100.0) 

102.1 846.5 112.2 1506.7 
(6.8) (56.2) (7.4) (100.0) 

_ 8.6 — 13.7 
{70.1} (100.0) 

-- 12.0 _ 24.5 
(48.9) {100.0} 

4144.6 1779.8 181.2 3158.7 
(4.6) (56.3) (5.7) (100.0) 


Most af tho severaly safine and very severely saline uncullivated land in Sind and some in the Punjab and NWFP is waterlagged 


mM = 
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and severely saline land respectively in NWFP. In Institutional Arrangements 

Balochistan, on the other hand, the total area of 24.5 

thousand hectares affected by salinity consists of 2.5 ae anh Vaniota nis Cullivaled UGE TES bE 
per cent slightly saline, 48.6 per cent saline sodic menculonal SP en BCI e nies Ke sO WTSt it 
and saline gypsiferous and 48.9 per cent severely cultivation, owner-cum-tenant farms and p 


eelee ana: tenant farms (Table 3.5). 

In all, out of the total area of 57.9 million hectares, ithe te 7 on Men persons employe 
3158.7 thousand hectares of land is affected by Beeb neat yg milion ae anges 
salinity. ownership in Pakistan is very skewed. T 

is mitigated by a lively market for tenanc’ 
Weights in Agriculture Sector Operational holdings, therefore, are somewhat | 


~ unequally distributed. Tenancy arrangements 

ajor crops accounted for 34,2 per cent of mainly of two types: fixed rent or lease tena 

agriculture and, minor crops contributed 12.4 per = (which is nearly 20 per cent of all tenancies) : 

cent. Livestock was the largest contributor at 49.1 sharecropping (80 per cent). These institutio 

per cent, fisheries accounted for 1.4 per cent, and — arrangements have been the subject of much deb 

forestry contributed 2.9 per cent. on considerations of equity as well as efficiency < 
several land reform policies have been initiated 
alter the agrarian structure (Jand reforms). 


Table 3.5 Number, Area, and Average Size of Private Farms, Classified by Tenure, 1980 (Pakistan) 











Farms Farms Area 
Unit of tenure Number Per Hectares Per Average Size 
(Million) cent {Million} cent Hectares 
Owner cultivators 2.20 §5 9,93 52 45 
Owners-cum-tenanis 0.79 19 5.02 26 6.4 
Tenants 1.05 26 4.11 22 3 9 
Total 407 100 19.06 +00 14.8 





source: Census of Agriculture, 1980, 


Pakistan Statistical Year Book 2004 contains detailed data in respect of number and area of farms by size 
farm are given in Table 3.6. 


Fable 3.6 Number and Area of Farms by size of Farm, 2000 
Area in thousand hectares, Number in thousa 








Bla of on . Farms Cultivated area 
a ph AL 2 i 
All farms 6620 x 
20438 

Government farms x 31 ‘ ee : 
oe farms 6620 100 20407 100 16477 100 

nder 0.5 1290 19 363 2 389 2 
0.51 to under 1 1099 17 821 4 765 5 
se to under 2 1425 22 1981 10 1838 1 
AP to under 3 966 15 coor 11 2056 12 
to under § 891 13 3443 17 3011 18 
: 0 to under 10 560 9 3891 19 3239 20 
be 0 to under 20 261 4 3924 16 2583 16 

0.0 to under 40 78 1 1955 10 1344 8 
40.0 to under 60 15 689 3 422 3 
60.0 and above 14 1683 8 880 5 
* = Value less than 500 ... = Value less than 0.5 x = not applicable 


Source: Agricultura! Census Organization. 
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DIFFERENT PHASES OF 
AGRICULTURAL GROWTH 


Agricultural growth in Pakistan may be divided into 
four phases. Phase 1 lasted up to 1960 and was a 
period of agricultural neglect resulting in low annual 
growth of about 1.5 per cent. Between 1960-65, this 
trend was reversed and the growth rate improved 
to 3.9 per cent peaking between 1964~1970 at 7.78 
per cent. This was Phase 3 or the period of ‘Green 
Revolution: In Phase 4, i.e. between 1970 and 1977, 
growth declined to 1.67 per cent due to a number 
of exogenous and policy related features. 

In terms of the proportion of population 
dependent on agriculture, the share was 82 per cent 
in 1951, 77.5 per cent in 1961, 74.3 per cent in 1972, 
71,72 per cent in 1981, and 79 per cent in 1991. 

It accounts for 42.1 per cent of total employed 
labour force during 2003-2004. 

Thus, considering the number of people engaged 
in agriculture and the technological environment 
in which agricultural production took place, the 
growth was impressive. 


AGRICULTURAL EXPORTS 
AND IMPORTS 


Another way to look at agriculture’s changing role 
is to examine the change in its share of exports and 


imports. Direct agricultural exports (consisting _ 


of mainly rice, raw cotton and fish products) 
increased their share from 32 per cent in 1969-70 
to 38 per cent in 1975-76 (with Guar products 
also becoming an important agricultural export) 
(Pakistan Economic Survey 1982-83). The share 
of indirect agricultural exports such as leather, 
cotton yarn, carpets and rugs, cotton cloth, and 
garments declined from 45 per cent to 40 per cent 
in the same period. The most direct agricultural 
input in imports is fertilizer. Its share in the value 
of imports declined from 5 per cent in 1972-73 to 
about 3 per cent in 1982~83 (Pakistan Economic 
Development and Prospects, 1984). This is partly 
on account of the big increase in oil prices and the 
share of oil products in total value of imports. Due 
to an increase in food output, the share of wheat in 
imports declined from 13 per cent in 1972-73 to 
less than 1 per cent in 1982-83. Thus, by increasing 


its share in exports and decreasing it in imports, 
agriculture helped in improving Pakistan's balance 
of payments during the 10 years between 1972-73 
and 1982-83. During the period July 2003 to April 
2004, primary commodities constituted 8 per cent 
of the total exports and in respect of imports, food 
group, and agri/other chemical groups accounted 
for 25 per cent of the total imports. During July- 
April 2011-12, Food group exports were Rs. 3.51 
billion representing 32 per cent of total exports. 


Crop PRODUCTION 


The satisfactory performance of agriculture in the 
context of the overall economy noted above is 
accounted for by improvements in crop production. 

The major upward trend being registered from 
the late 1960s onward, the period which coincides 
with the ‘Green Revolution’ technological change. 
However, basically, Pakistan is a four crop economy 
namely, wheat, cotton, sugercane and rice. 


RURAL DEVELOPMENT 


The development of rural areas is the heart of the 
economic development of a country like Pakistan. 
it doesn't mean merely agricultural growth, i.e. 
quantitative increase in farm output, it calls for 
improving the economic and social conditions 
of the rural population by raising their incomes 
and providing them with necessary amenities 
like good houses, paved streets, water supply and 
sewerage, health services, education, roads, power 
communication, and above all opportunities for 
participating in cultural and political activities. To 
summarize, the rural programme combines the 
objectives of increased productivity, employment 
opportunities, and income redistribution for 
the socio-economic uplift of the rural masses. A 
break-through is needed for rural development in 
Pakistan. 


Rural Development Programmes 


Many efforts have so far been made for the 
development of rural areas. The basic aim of all 
these efforts was to ameliorate poverty, raise the 


standards and improve the quality of life in the rural 
areas. Some of these programmes were: 

1, Village Agricultural and Industrial Develop- 
ment Programme (Village AID) which was a 
version of the internally known ‘Community 
Development Programme’ (1953-1961). 

2. Basic Democracies, which was a system of 
mainly rural (but also urban) development 
through local government institutions (1959- 
70). 

3. Rural Works Programme (1963-71), a program- 
me for the provision of physical infrastructure, 
renamed as ‘People’s Works Programme’ in 
1971. 

4. Integrated Rural Development Programme 
(IRDP) (1972-80), based on joint action 
by the farmers, line departments and local 
organisations to make the ‘markaz’ or a 
community complex, a functional unit of local 
development of a multi-sectoral nature. 


These programmes were successful in varying 
degrees. Their evaluation suggests that although 
these made considerable progress, a great deal 
was left undone. The investment inputs were far 
too limited to produce any dramatic results. The 
conditions in the villages of the country remained 
almost constant. 


Rural Development under Five Year Plans 


Rural development lies at the heart of any meaningful 
development strategy. This is the only mechanism to 
carry the message of change to the majority of the 
people and to obtain their involvement in measures 
designed to improve productivity levels. Rural 
population accounts for 70 per cent of the total 
population of the country, despite a rapid rate of 


Table 3.7 Filth Five Year Plan Financial and Physical Achievements 


sector 
Financial: Primary Education 

Aural Health Programme 

Aural Reads (Tertiary Roads only) 
Physical: Primary Education (Schoots) 


Rural Health Centres 
Basic Health Units 
Aural Roads (Cumulative (kms)} 


Source: The Sixth Five Year Plan 1983-88, Planning Commission, 
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urbanization. Average rural income is 34 per cx 
less than per capita urban income. A large part 
under employment is still concealed in various ru 
activities particularly in the less developed parts 
the country. 

Realizing its importance, emphasis has be 
given to rural development in all the five year pla 
Their objectives as regard to rural development : 
as under: 

1. To meaningfully integrate rural developme 
with the national socio-economic developme 
effort. 

2. To reduce the burden of under employmen 

3. To increase the density of services provided 
agriculture and other rural activities, 

4, To improve rural infrastructure. 

5. To make a beginning towards providing soc 
amenities to target groups. 

6, To create an institutional framework f 
ensuring community participation in t¢! 
implementation of the rural developme 
programme, 


Rural Development and Fifth Five Year Pla 


The Fifth Five Year Plan placed considerable empha: 
on rural development and earmarked 25 per cent 
the public sector expenditure to be directly spent 
rural areas. Though the estimated expenditure durit 
this period in nominal terms had slightly exceeds 
the plan outlays, in real terms there were substanti 
shortfalls. Social infrastructure suffered the mo 
serious shortfall. Except for rural electrification ar 
to some extent rural roads, most of the targets fixe 
for rural social development could not be achieved 
can be seen in Table 3.7. 

In the final year of the Fifth Five Year Plan, 
special priority sector programme was formulate 


(Rupees miltia 


Estimated 
Target 
9 Achievement 
1,830 348 
2,623 1,250 
1,020 1,600 
10,113 7,925 
625 206 
4,596 1,617 
45,500 46,000 


Government of Pakistan, fslamabad, p. 104. 
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for implementation under the coordinating effort of 
the Planning Commission. Under this programme 
8,200 mosque schools were started, virtually 
equalling the performance along traditional lines 
of the preceding four years. An immunization 
programme reached three million children without 
going through the rural health centres. Dai training 
added 5,000 trained midwives. 


Rural Development and Sixth Five Year Plan 


The Sixth Five Year Plan earmarked 32 per cent of 
public sector expenditure for the rural sector. A 
sum of Rs.70 billion was originally allocated for 
rural development in the Sixth Five Year Plan. With 
more emphasis on rural development and the high 
acceleration provided during the last two years of the 
plan, the estimated expenditure increased to Rs.90 
billion at the end of the Plan showing a utilization of 
128 per cent against the original target. 

The physical achievements of the Sixth Five Year 

Plan for rural development were: 

1. Against the target of 10,000 kms of rural 
roads, 14,957 kms were constructed, showing 
an increase of 49 per cent which is compatible 
with the extra allocations in the Sixth Five 
Year Plan. 

2. The Sixth Five Year Plan target for village 
electrification was 20,000 villages but by the 
end of the plan only 16,525 villages were 
electrified. The shortfall had been due to the 
fact that during the first three years of the 
plan a sum of Rs.2.6 billion only was utilized 
(33 per cent). The programme was accelerated 
in the last two years of the Plan. 

3. Against the target of 2,600 Basic Health 
Units (BHUs) and 355 Rural Health Centres 
(RHCs), only 1,803 BHUs and 194 RHCs were 
constructed during the plan period, owing to 
the lower financial utilization in the first three 
years especially in the North-West Frontier 

_ Province (now Khyber Pakhtunkhwa). 
The target for safe water supply and sanitation was 
to cover an additional population of 18 million 
and 4.5 million respectively. The target could not 
be achieved fully and only 12.7 million people 
were provided safe water supply facilities and 3.1 
*million additional persons were provided sanitation 


facilities. The shortfall was mainly due to the fact 
that public health engineering departments of the 
provinces could not implement physically such a 
massive programme. The implementation capacity 
of these departments is being strengthened. 


Rural Development and 
Seventh Five Year Plan 


The total investment in rural development was 
estimated at Rs. 112.2 billion which constituted 33 
per cent of the total investment under the Public 
Sector Development Programme, slightly higher 
than the sixth plan allocation of 32 per cent. The aim 
was to bring about a substantial transformation in 
the lives of rural communities in Pakistan. 

The physical targets for rural development were to 
construct 8,500 kms of rural roads and to increase 
the rural literacy rate from 21.5 per cent in 1987-88 
to 32.0 per cent by 1992-93. Through systernatic 
village electrification, with emphasis on increasing 
the number of beneficiaries, about 55 per cent of 
total census villages were to be covered by electricity, 
to establish 133 RHCs and 1913 BHUs, to increase 
the percentage of the rural population served with 
clean drinking water from 40 per cent to about 
75 per cent and the population having sewerage 
facilities from 10 to 30 per cent. Creation of 2.2 
million 7 marla plots which would be allotted to the 
landless families in the rural areas and construction 
of 850,000 nucleus housing units for the shelterless 
were also included. 


Rural Development and Eighth Five Year Plan 


To achieve the objectives in the area of rural 
development, the Eighth Five Year Plan included 
the following targets: 
1. Construction of about 10,000 kilometers of 
farm-to-market rural roads. 
2. Providing drinking water to about 27.41 
million additional population—coverage of 
70.5 per cent rural population. 
3, Providing sanitation facilities to about 18.81 
million additional population—coverage of 
31.5 per cent rural population. 
4, Providing primary education to about 4. 
million additional children between the age 
of 5-9 years in the rural areas. 


10. 


Providing teacher training to about 0.213 
million teachers in the rural areas. 
Providing non-formal education (adult 
education) to about 6.0 million adults in the 
rural areas. 

Providing population welfare services to 
about 2.06 million additional acceptors in the 
rural areas. 

Strengthening of nutrition component in 
primary health care by establishing nutrition 
clinics in Basic Health Units and Rural 
Health Centres. 

Upgrading 3,874 existing and constructing 
of 252 additional Basic Health Units. 
Upgrading 492 existing and construction of 
45 additional Rural Health Centres. 


. Covering 90 per cent children and 90 per 


cent mothers under the preventive pro- 


gramme (Immunization Programme). 

12. To engage 33,000 village health workers in 
the rural areas. 

13. Providing electricity to 19,700 additional 
villages/abadies. 


The Ninth Five Year Plan (1998-2003) was not 
officially announced. Subsequently, no five year plan 
has been announced officially as yet. 


AGRICULTURE GROWTH 


Pakistan's Economy has stayed as four major 
crops economy; namely, cotton, sugarcane, rice 
and wheat. No breakthrough efforts were made to 
have a diversified package of crops. This has vast 
potential which ought to be given proper attention, 
and can generate a great deal of employment and 
commercial activities and can give a great economic 
boost to Pakistan. However, there are several minor 
craps which also require careful attention. Shortages 
of minor crops result in high inflation and force 
Pakistan to start importing. Consumers are put to 
considerable difficulty. There is a need to address 
these issues on war-footing so that a kickstart to 
accelerated growth in agriculture is given the main 
focus, 

A brief review, based on Pakistan Economic 
Survey 2011-2012 is as under: 
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Major Crops 


1) Cotton: It is a cash crop and contributes | 
the national economy by providing raw materi 
as an input to local textile industry. Its importans 
can be judged from the fact that its share in GL 
is 1.6 per cent and it has value addition in agr 
culture representing 7.8 per cent. The production 
estimated to have been 13.6 million bales during tl 
period 2011-2012 (July-March). The contributir 
factors for the higher production were increa: 
in cultivated areas, use of BT cotton, control ov. 
widespread attack on cotton, leaf curl virus an 
other related matters. 


2) Sugarcane: This represents the second majc 
cash crop of Pakistan and is used as raw materi 
in the production of refined sugar and Gurr. | 
GDP contribution is 0.8 per cent and its share i 
value addition in agriculture is 3.7 per cent. I 
production for the year 2011-2012 is estimated 
58 million tons. Unfortunately during the abov 
period it posted a negative prowth in respect of yiel 
per hectare. 


3) Rice: Rice represents second amongst the stap 
food grain crops in Pakistan and fortunately hi 
been a major source of foreign exchange earnings. 
contributes 1 per cent to the GDP of Pakistan and i 
share in value addition in agriculture is 4.9 per cen 
Its production was estimated at 6.16 million ton 
Its yield per hectare registered a growth of 17.5 pe 
cent. 


4) Wheat: It is the basic staple food for most « 
the population of Pakistan and represents tk 
largest grain source of the country. It contribute 
2.6 per cent to the GDP of Pakistan and its sha 
in value addition in agriculture is 12.5 per cen 
During July-March 2011-2012, its production wi 
estimated to be 23.5 million tons. Unfortunate 
its yield per hectare posted negative growth of 4 
per cent. As an incentive for more production, tf 
Government has increased the procurement pric 
to Rs. 1,050/-. 


5) Other Major Crops: Other major crops includ 
maize, bajra, jawar, grams, barley. rape seed an 
mustered and tobacco. 
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Minor Crops 


These includes: oil seeds (cotton seed, rape seed, 
mustered, sun-flower, and canola) and other minor 
crops including masoor, moong, massh, potato, 
onion and chilies. 


Farm Inputs 


This includes fertilizer. improved seeds, irrigation 
and agriculture credit. 


1) All Pakistan soils are deficient in Nitrogen. 80 
per cent to 90 per cent are deficient in Phosphorus 
and 30 per cent are lacking in Potassium. 
Consequently, soil fertility is affected and fertilizers 
are used as a positive response to these challenges. 
Due to curtailment of natural gas, the capacity 
utilization of fertilizer plant was affected which has 
been met through import of Urea. Due to Floods in 
Sindh Province, the consumption of fertilizer was 
reduced. However, the prices of various categories 
of fertilizers have also increased. 


2) Improved Seeds: During July-March 2011-2012, 
361,000 tons of improved seeds of various seasonal 
crops were distributed. Certification is provided 
by the Federal Seed Certification and Registration 
Department. There is a network of 28 Seed Testing 
Laboratories along with arrangement for monitoring 
of seed quality in the market. 


3) Irrigation: Shortage of water continues to be a 
major issue. Unfortunately, rain harvesting has also 
not being practiced in Pakistan. irrigation System 
requires considerable attention and several! water 
sector projects are under implementation in various 
provinces of Pakistan. These includes: Gomal Zam 
Dam, Greater Thal Canal, Rainee Canal, Kachhi 
Canal, Raising of Mangla Dam, Multi-purpose 
Satpara Dam and Right Bank Outfall Drain. These 
projects are in various stages of completion. 


4) Agriculture Credit: Aggressive policy for 
substantial increase in agriculture credit ought to 
receive major focus. This can have many benefits 
including reducing the exploitation of poor farmers 
at the hand of informal (yet illegal) sources of 
credit slowing down the process of modern farming 
gechniques and its consequential effects in slowing 


the process of development of the agriculture 
sector as part of Pakistan’s Economy. At present, 
26 commercial and micro-finance banks with a 
network of 3900 agriculture designated branches are 
helping the farmers for agri-credit. Two specialized 
banks namely; Zarai Taragiaati Bank Limited and 
Provincial Cooperative Bank Limited are also 
engaged in agri-credit. The range of financing 
activities covers growing crops, livestock, poultry. 
fisheries, orchards, forestry, nurseries Api-culture 
and Seri-culture. During 2011-2012 (P) (July- 
March), total supply of agriculture credit by all 
institutions was Rs. 197 billion which represents 
a low percentage of the GDP compared to its 
contribution as a component of GDP. 


S) Forestry: This has a very low weightage in the 
agriculture sector and needs careful attention which 
has so far not been given. Development of forest 
sector together social forestry requires sharp focus. 
During the above period, major contribution of 
forestry included supply of timber and wood for 
the fire-wood. 


6) Livestock and Poultry: This area requires critical 
attention as it can usher in an era of prosperity in the 
rural areas level in Pakistan. It can bring happiness 
amongst the small farmers and poor landless labour. 
It can be instrumental for a major breakthrough 
in poverty alleviation and can uplift the socio- 
economic conditions of the rural masses of Pakistan. 
Its importance can be judged from the fact that it 
has contributed 11.6 per cent to the GDP of Pakistan 
and its weight in the agriculture value addition is 
55 per cent. Therefore, going by the doctrine of 
materiality, it is high time that all stakeholders, 
government, banks, financial institutions, insurance 
companies, medical professionals, civil and social 
activists and policy-makers must exclusively focus 
their attention to this significant area. Livestock 
population in Pakistan include: Cattle, Buffalo, 
Sheep, Goat, Camels, Horses, Asses and Mules. 
Major products of livestock include: Milk and 
Meat. As a new initiative new slaughter houses, 
milk processing and meat processing units have 
been established in the private sector. Meat exports 
increased to US$124 million during 2011-2012. 


| 


| 
| 
| 
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7) Poultry: Its contribution in agriculture is 6.4 
per cent and in livestock is 11.5 per cent. Poultry 
meat contribute 26 per cent of the total production 
in the country. This sector has shown a great growth 
of 8 per cent-10 per cent on annual basis and has 
faster potential to be tapped. This sector generates 
direct and indirect employment and income for 
about 1.5 million people. There is a wide range 
on domestic/rural and commercial poultry which 
include: domestic poultry, cocks, hens, chicken, 
eggs, meat, ducks, eggs. Commercial poultry 
includes layers, broilers, breed stock, eggs and meat. 

Cognizant of the most of livestock, Government 
has been keen to announce several steps for its 
development. However, a long way is needed to 
tackle the problems so that livestock is given a 
priority status and helps tackle the socio-economic 
problems facing Pakistan. Stakeholders should take 
keen interest in this respect including bankers, 
insurance companies, government functionaries, 
official universities, research institutions and others. 


8) Fisheries: Unfortunately, fisheries share in GDP 
is only 0.3 per cent. It is a major source of livelihood 
for coastal inhabitants. Future agenda must include 
giving an appropriate action for the development 
of inland fisheries based on rivers, lakes, ponds 
and dams. White meat is generally recommended 
as a preferred eatable over red-meat. Given sound 
internal peace and supportive environment, this 
area can attract FDI with a special incentive along 


with rehabilitation/settlement of expatriates from 
abroad. 


Concluding Comments: It is high time that 
the provinces in Pakistan, now enjoying financ 
and administrative autonomy under the 18 
Amendment to the Constitution of Pakista 
1973, should develop a sound direction with 
breakthrough effort in growth and development 
agriculture sector in following directions: 


!) Increase in yield. 

2) Increase in area under production. 

3) Proper use of inputs. 

4) Water conservation and its proper use. 

2} Review of tenancy laws. 

6) Greater allocation for agri-credit. 

7) Informal education on war fronting t 
illiterate farmers of the country. 

8) Fair deal by the owners of the land to th 
tillers of the soil. 

9) Concerted efforts by Federal Government i 
developing guidelines for an enlightened an 
forward looking agriculture policy for th 
provinces and other areas of Pakistan. 

10) Prioritizing various components of agricultur 
for an accelerated growth. 

11) Ensuring food autarchy. 

12) Undertaking such steps as can target It 
per cent annual growth in agriculture. 


If the above agenda is properly pursued. Pakistat 
will succeed in tackling socio-economic problem: 
and can achieve prosperity across the board for ; 
strong and stable country. 
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Manufacturing Sector 


Pakistan developed a substantial industrial sector in 
a very short time. The policy of import substitution, 
largely of consumer goods, was initially aided by a 
high wall of tariffs and quantitative restrictions on 
imports and later through the growth of domestic 
and foreign demand. 

During 1951-52 to 1954-55, the manufacturing 
sector grew annually at 34 per cent, one of the 
highest growth rate ever witnessed anywhere in 
the world. The growth was attributable to the low 
industrial base of the country at independence. The 
growth rate slowed down after 1955 but remained 
at a fairly high level through the second half of 
fifties (12 per cent per annum between 1954-55 to 
1959-60). 

During the sixties the government pursued the 
policy of export expansion. The manufacturing 
sector grew annually at 16 per cent during the first 
half but slowed down in the second half to 8 per 
cent due to war with India. 

During the seventies, the growth rate of GDP 
showed a decreasing trend. It fell to 4.84 per 
cent. The manufacturing sector growth rate was 
also low due to policy of distributive justice 
(nationalization) so it may be attributed that 
both GDP and manufacturing growth rate, move 
simultaneously in the same direction. This point 
was further clarified by the growth rates depicted 
in the eighties when manufacturing growth rate 


increased to 8.21 annually so do the GDP’s growth 
rate which increased to 6.45 annually. During 
1991-92 manufacturing sector growth rate was 9.71 
and GDP’s growth rate as a consequence rose up to 
7.67, 

During the seventies, the government recognized 
the functional inequality caused by industrialization 
and pursued a policy of distributive justice. The 
growth rate of manufacturing sector dropped 
substantially to 5 per cent annually during 1972-73 
to 1979-80 which is the consequence of nationaliza- 
tion policy followed by the government. 

To give a push to the disintegrating industrial 
sector, the government re-implemented the policy 
of functional inequality with basic needs concern 
during the eighties. The industrial policy laid 
greater emphasis on employment generation, export 
promotion and increased efficiency of production 
units. As a consequence, the manufacturing sector 
grew annually at a rate of 7.3 per cent as compared 
to 5.4 per cent in the previous decade. It rose further 
to 8.26 in 1991-92. 

GDP grew at an annual average of 6.77 per 
cent during the sixties which vas expected to be 
the consequence of growth in industrial or manu- 
facturing sector as its growth rate was the highest 
among the major sectors that contributed to GDP 
(see Table 4.1). 





Table 4.1. Average (Annual) Growth Rate (Per cent) 
2002- 2011- 
Indicators 1960s 1970s 1980s 1990s 2003 2012 
GDP 6.6 4.4 6.5 4.6 4.7 3.7 
Agriculture 5.1 2.4 5.4 4.4 4.1 3.1 
Manufacturing 9.9 5.5 8.2 4.8 6.9 3.6 
Commodity Producing Sector 6.8 3.9 6.5 4.6 43 3.3 
, dervices Sector 6.7 6.3 6.7 4.6 5.2 4.0 


Source: Pakistan Economic Survey 2011-2012, Stalistical Appendix and Economic and Social Indicators, pp. 2-3 
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EMPLOYMENT 


Employment in the manufacturing and mining 
sector increased from 900,000 in 1950-51 to about 
3.53 million in 1995-96, 

The total civilian labour force was 45.04 million 
in 2004, out of which 41.32 million was employed. 
The manufacturing sector contributes 17.5 per 
cent to GDP but employs only 14 per cent of 
labour force. On the other hand,-agriculture sector 
contributes 23.3 per cent to GDP and employs 41 
per cent of labour force almost three times than that 
of the manufacturing sector. This is so because of 
industrialization (capital intensive phenomenon). 

Almost three quarters of the employment in the 
manufacturing sector was in the small-scale sector 
(see Table 4.2). There was little increases in the 
total employment in the large-scale manufacturing 
sector in the seventies reflecting both a slow down 
in growth rates of output and the highly capital 
intensive nature of the industrial investment which 
took place in this period. 

The increase in employment in the small-scale 
manufacturing in the seventies was the result of 
much higher growth rates of output in this sector as 
a result, amongst others, of the drastic devaluation 
in 1972 which reduced the effective protection 
given to the large-scale sector and increased the 
protection for the small-scale sector. 

Based on the Pakistan Economic Survey for the 
year 2010-11, manufacturing employed 13.7 per 
cent (Male 14.5 per cent and Female 10.9 per cent). 
For construction as part of manufacturing sector, its 
reported figure of employment for the above period 
was 7 per cent (Male 8.9 per cent and Female 0.2 
per cent). 


Table 4.2* Employment in Industry 

Particulars 1950-51 
Manufacturing (million) 0.9 
Large-scale (million) na 
small-scafe (million) na 
Large-scale manufacturing (per cent) na 
Smalt-scale manutacturing {per cent) na 


CHAPTER 4 Manufacturing Sector : 


EFFICIENCY AND PERFORMANCE 
OF THE CORPORATE SECTOR 


During the fifties and sixties, the industrial sect 
was said to be thriving in that it was able to achie 
very high industrial growth. It is, however, no 
argued that the problems which the industrial sect: 
found itself facing in the seventies had its roots 
the industrial structure established in the precedit 
two decades. It is alleged that the policies pursue 
during this period—generous fiscal incentives, hig 
rates of protection, export subsidies, favourab 
exchange rates—led to the creation of an industri 
structure that was highly ‘inefficient’ both econon 
ically and technically. 

A number of studies found exceedingly hig 
effective protection for most industries in Pakista 
and negative value added at ‘world prices’ for 
number of these in the mid-sixties. 

Management, operating in a highly profitab 
environment, had little incentive to control costs ¢ 
to improve quality with the result that the gener 
standard of management was extremely poor. 

industrial performance in terms of outpt 
growth, exports and investments may have give 
the ‘appearance’ of being highly satisfactory but th 
was more a reflection of strong incentives rath« 
than actual efficiency. 

In the seventies, these basic industrial ir 
efficiencies were laid bare by the abolition of th 
export bonus schemes, a considerable reduction i 
investment incentives and changes in the pattern ¢ 
world trade including the advent of recession an 
competition from Korea and Taiwan in the textil 
market in the Far East. 


1960-61 197% 1-72 1977-78 1982-83 
1.84 2.26 2.B2 3.37 
0.34 0.46 0.58 0.69 
1,50 1.80 2.24 2.68 

185 21.0 20.6 20.5 
61.5 79.0 49.4 73.5 


Sources: (i) J. Hamid, Choice of Technology, Employment and Industrial Development. PIDE, Monograph, 1978 for 1950-51. 
(ii) For other years, LO/ARTEP, Employment and Structural Change in Pakistan—I!ssues for the Eighties. Mimeograph, Bangkol 


1983. 





* During 2004, 578.48 million labour force was employed in manufacturing and mining sector (14 per cent of employed labour forc 


of 41.32) 
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Tables 4.6, 4.7, and 4.8 give relevant information 
regarding GDP and related matters. 


VALUE ADDITION IN 
MANUFACTURING INDUSTRIES 


This ‘inefficiency’ of the industrial structure is 
illustrated by converting the share of the GDP of 
value added in manufacturing at domestic prices 
into ‘world’ prices. The results of an earlier exercise 
reduced it from 7 to 0.4 per cent in 1963-64 and 
showed that compared to a number of other 
developing countries, value added in manufacturing 
in Pakistan was mainly the result of the high rates 
of protection which the industrial sector received 
(Table 4.3). 

Although the results of these studies are rough 
and outdated, a number of other studies also found 
very high effective protection for most industries 
in Pakistan (higher for consumer goods than for 
capital and intermediate goods industries) and 
‘negative’ value added at world prices for a number 
of these industries in the mid-sixties. In fact, it has 
also been suggested that many of the problems faced 
by the public sector in the seventies reflected the 
inefficient state of the enterprises taken over. 

Table 4.9 shares the structure of the manufacturing 
sector. 

The effective rate of protection for the sixties 
is available for 1963-64 only and some of the 
results of that study are reported in Table 4.4. 
The results show that five industries (edible oils, 
sugar refining, motor vehicle assembly, silk and 
artificial silk textiles, and wearing apparel) have 
effective protection in excess of 90 per cent. Of 


these, the first three show the value of output at 
‘world prices’ to be less than the value of tradable 
inputs at ‘world prices’. The other two have 
virtually no value added when both output and 
tradable inputs are valued at ‘world prices’. Five 
more industries (rubber goods, plastic goods, metal 
products, cotton textiles, and jute textiles) show 
that more than two-thirds of value added was due 
to protection. In the case of a number of other 
important industries effective protection varied 
between 20 to 50 per cent. 

The evidence put forward clearly showed the 
basic ‘inefficiency’ of the industrial structure, which 
had emerged by the mid-sixties, when compared to 
‘world prices’. Although it can be argued that any 
country starting the process of industrialization 
behind tariff barriers would show considerable 
‘inefficiency’ in terms of ‘world prices’, there is still 
no doubt that the industrial structure in Pakistan 
was extremely inefficient even after fifteen years 
of industrialization. The reason for this was the 
incentive structure, created for the manufacturing 
sector, which put little or no pressure on the 
producers to cut down on costs especially capital 
costs of production. Also, little attention was given 
to the question of whether it was really beneficial for 
the country to set up an industry which would never 
really ever become internationally competitive 
and whose value added would in the extreme case 
continue to be negative even after many years of 
production behind highly protective barriers. 

To what extent did this situation change in 
the seventies? This question becomes all the more 
important as far-reaching reforms, especially the 
abolition of the Export Bonus Scheme and the 
devaluation in 1972, altered the incentives offered 


Table 4.3 Value Added in Manufacturing industries—Domestic and World Prices in Selected Developing Countries 


(Per cent} 
i 
Share of GOP Share of GDP 
at domestic at world (2)+(1) 
= Country Year ptices prices 
(4) (2) (3) 
oY 
Argentina 1956 31.3 22.5 0.7168 
Brazil 1966 27.9 21.3 0.763 
Mexico 1960 18.0 17.2 0.905 
Philippines 1965 19.0 15.2 0.800 
Taiwan 1965 18.7 16.0 0.855 
Pakistan 1963-64 7.0 0.4 0.057 


Source: \.M.D. Little, D. Scotovsky and M. Scott (1970). Indusiry and Trade in Some Developing Countries, OECD, p. 75 





to the manufacturing sector. It is indeed unfortunate 
that no detailed study to determine the effect of 
these reforms on the level of effective protection is 
available for this period. The only available evidence 
are the levels of nominal protection (i.e. protection 
afforded by the tariff structure alone) for 1963-64, 
1970-71, and 1972-73 as shown in Table 4.5. While 
the nominal rates of protection give us only a general 
idea of the structure of incentives, they indicate that 
the rates had fallen significantly for all groups of 
industries. The drop is greatest for the consumer 
goods industries group (which nevertheless was still 
more highly protected than either the intermediate 
or the capital goods industries). 

However, an idea of the present efficiency of the 
industrial structure and its bias in favour of import 
substitution industries, as compared to export 
industries, will be possible only after the results of 
the PIDE study are available. 


STRUCTURAL CHANGE 


The statement that growth rates in GDP are a 
consequence of growth rates in the manufacturing 
sector is further accentuated by examining the 
structural changes in productivity. 

The end of the Korean boom found Pakistan 
with a class of merchants who had accumulated 
sizeable fortunes during a period of an overvalued 
exchange rate, rising imports and scarcities created 
by the disruption of trade with India. As imports 
were cut, reduced profit opportunities in trade were 
accompanied by increased opportunities for huge 
profits in manufacturing for the domestic market. 
In addition to heavy protection, the manufacturing 
sector was provided a host of other incentives. In a 
context of macroeconomic stability, investment rose 
Sharply. As LSS noted ‘within our seven countries, 
Only Pakistan ... had to discover an entrepreneurial 
class. Within a decade Pakistan had done so. East 
Pakistan, however, did not and its annual growth 
rate was just above 2 per cent during the 1950s. The 
transfer of resources from agriculture to industry 
also implied a transfer from East to West Pakistan 
to finance the ‘primitive capital accumulation’ of 
industry. 

The National Accounts Committee in its meeting 
held in December 2003 approved the rebasing 
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Industry 


Consumption Goods 
SON are an ection nea camapeltes 
RES OS ocean ecca'gsre cu va cstn sexe prea deeshkeecnes 


Tea .. 


Cotton textiles... Ler eee ee 
Silk and artificial silk... ee heen ae 


Footwear... 
Wearing anparel 


Printing and 4 PUBEIAg : 


Soaps.... 
Matches... 


Plastic QOOCS ooeseccesnne cae eena ai keen: eee 
SPONS QOOS 0: sccevesensitisrconetadesictanyse 
Pens and pencils ..........ccccececseesesscenseesses 
Electrical appliances.....-............:ccseecceneceeees 
Motor vehicles .000......... eee epeeeseseneenen ceeeneds 
SiMpPle AVELAGB...........cecccsecesesseeeneeenceseecrnenterenes 


Intermediate Goods 


Juta textiles... 


Thraad and Threadball...... eee emer aoe: 


Saw milling ... 
Tanning.... eines 
Rubber products... 
Fertilizer... 


Paints and Vanishes: eee 


Chemicals... 


Petroleum products. Cite teste eee ee ita Be Lal 7 
Paper product .........::::ccscee 
Simple average... 


Capital Goods 
Non-metallic mineral! pee 


Cement... 
Basic raatale. 
Metal products... 


Non-electrical machinery... 


sewing machines... 


Electrical machinery and equipment... 
Simple average... eee ree 


Table 4.4 Levels of Effective Protection from All 
Sources (Pakistan 1963-64) 


Protectic 


iemcves LET 


wee OS 


Source: S.A. Lewis and S.E. Guisinger, The Structure : 


Protection in Pakistan, in The Structure of Protection 
the Developing Countries, edited by B. Belasca (1965) 


exercise and the National Accounts were rebase 
from 1980-8! to 1999-2000. Accordingly the GD 
at Constant Factor Cost of 1999-2000 was changec 


Asa result, the percentage share of manufacturin 


sector rose from 8.1 in 1950-51 to 12.92 in 1960-6: 
The period 1950-60 and 1964-65 witnessed 

number of important departures in the econom: 
notably: (a) The introduction of the Export Bonu 
Scheme and a host of other new and strengthene 
incentives for exporting; (b) a substantial increas 
in foreign aid; (c) significant liberalization c 
imports and other direct controls; and (d) th 


58 = THE ECONOMY OF PAKISTAN 





Table 4.5 Comparison of Protection Rates: Manufacturing Activities 1963-64, 1970-71, and 1972-73 (Per cent) 








1963-64 1970-71 1972-73 
Sector Nominal Nominal Nominal 
. Protection Protection Protection 
Consumer Goods 
Sugar 215 266 57 
Edible oils 106 54 62 
Cotton textiles 56 76 0 
Other textiles 350 141 BB 
Printing and publishing 28 43 57 
Soaps 94 43 34 
Motor vehicles " 249 270 61 
Simple average 157 128 63 


SSS Sst ee 


Intermediate Goods 


Wood and lumber 73 85 108 
Leather tanning 56 46 0 
Rubber products 153 5a 48 
Fertilizers 15 25 na 
Paints and varnishes 102 56 34 
Chemicals 81 56 34 
Petroleum products 107 121 65 
Paper products 94 57 69 
Simple average 85 66 43 


ee SS 


Investment and Related Goods 


Non-metallic mineral products 154 76 70 
Cement 75 76 70 
Basic metals 66 96 70 
Metal products 95 102 64 
Non-electrical machinery 89 81 44 
Electrical machinery 60 83 47 
Simple average 90 86 50 
All Industries simple average 110 92 52 





Source: Rashid Amjad and Viqar Ahmad, The Management of Pakislan's Economy 1947-62. Pakistan: Oxtord University Press, p. 213. 


beginning of the ‘Green Revolution’ in agriculture 
and relatedly a major liberalization of agriculture 
(notably with respect to fertilizer distribution and 
private tube-wells). The policies pursued by the 
government resulted in further increase of the share 
of manufacturing sector to 15.21 per cent in 1960- 
65. In the spring of 1965, foreign aid to Pakistan was 
cut back and this was followed by the war with India. 
Defence expenditures and imports squeezed public 
investment and developmental imports. Some of 
the import liberalization of the preceding five years 
was revised. The growth of industry slowed but as 
the Green Revolution gained mémentum during 
1965-70 aggregate output maintained its growth, 
the share of the manufacturing sector rose only 
siibstantially to 16.84 per cent in 1970-71 while the 
share of the agriculture sector sustained its previous 
percentage. 

During 1972-77, the break-up of Pakistan was 
followed in rapid succession by a major break in 
industrialization policies and the first oil shock. 
. The reversal in policies was the shift from private 


to public ownership. This was also a period of 
a liberalization episode with devaluation and 
unification of the exchange rate. There was a burst 
of rapid export growth early on, partly reflecting the 
diversion of exports from the former East Pakistan 
to the international market. But the effects of this 
liberalization are impossible to distinguish from 
those of the ‘shocks’ noted above. 

As a result the share of manufacturing sector 
was reduced for the first time to 15.79 per cent 
in 1975-76. The government soon predicted the 
consequences of policies followed in the previous 
years and industrial growth was led by a rapid 
expansion of domestic demand and by the coming 
on stream of the heavy, long-gestation investment 
by the public sector made in the previous period. 
Workers’ remittances rose sharply after 1977; from 
some US$0.5 billion in 1976-77 to US$2.9 billion 
by 1982-83. Industrial growth returned to the rates 
of the 1960s as did GDP growth at 6.8 per cent 
a year. Another important factor contributing to 
the expansion of domestic demand was the rise in 
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Table 4.6 Change in Structure of Pakistan’s Economy (Rupees in billior 


GNP Contribution of Contribution of Contribution of 
Years (MP) Manulacturing Agriculture of Other 
Sector Sector Sectors 
1950-51 13 1 z 5 
1955-56 15 2 7 6 
1960-61 18 2 8 § 
1965-66 25 4 ] 12 
1970-71 33 6 12 15 
1975-76 42 7 14 21 
1980-681 271 10 16 245 
1995-86 374 15 20 Jag 
1990-91 456 79 115 262 
1994-95 539 93 133 309 
1995-96 568 96 149 326 
1996-97 576 96 149 335 
1997-98 §95 103 156 341 
1998-99 626 106 159 359 
1899-2000 3,746 523 924 2,299 
2000-2001 (R} 3,817 571 904 2,342 
2001~2002 (P} 4,011 597 304 2,510 
2006-207 5,274 985 1,137 3,149 
2007-2008 5,490 1,036 1,449 2,185 
2008-2009 5,631 1,001 1,203 3,427 





Al constant factor cost of 1980-81 

Source: Pakistan Economic Survey 1996-97 and earlier surveys, Islamabad: Government of Pakistan, Finance Division, p. 31 (Statistic 
Appendix); 1999-2000 (Statistical Appendix), Table 1.1, p. 9; 2000-2007; 2001-2002, Table 1.1, p. 9 and pp. 3-4 and; 2004-€ 
Table 1.1, p. 9, Pakistan Economie Survey, 2008-2009 Siatistical Appendix, Table 1.1, p. 9. 
In the Pakistan Economie Survey tor 2011=12, methodology was changed and Table 1.1 of the Appendix attached to the abo: 
Survey recorded Gross National Product at constant factor cost of 1999-2000. Accordingly, latest figures available for Agricultu 
sector were Rs. 1,270m, Industrial Sector As.1,531m and Services Sector As. 3,228m. 


Table 4.7 GDP at Constant Factor Cost of 1999-2000 


Contribution of 
Industrial 


{(Rs.in miltio 


Contribution of 


Agriculture Contribution of 


Years GOP (f.c.) 




















Sector Sector Other Sectors 
1999-2000 3,529 798 924 1,807 
2000-2001 3,594 827 904 1,863 
2001-2002 3,706 849 905 1,952 
2006-2007 5,192 1,368 1,137 2,687 
2007-2008 5,405 1,391 4,149 3,364 
2008-2008 (P} 5,512 1,941 1,203 3,028 


Source: Pakistan Economic Survey, 2008-2009 Statistical Appendix, Tabla 1.2, p. 10. The reported figures for 2010-11 as per Table 1 
(P) of Pakistan Economic Survey 2011-12 were: GOP (ic) As.6,263m, contribution to Industrial Sector Rs. 1,5atm, contributic 
to Agriculture Sector As.1,270m and to Services Sector As. 3,228m. 


Sectoral shares in GDP at constant factor cost were as under: 


Table 4.8 Sectoral Shares in GDP 


Sector Percentage Percentage Percentage 
2006-2007 2007-2008 2011-2012 
1, Services 52 53 54 
2. Agriculture 22 21 21 
3 Industrial Sector 26 26 25 
Total: 100 100 100 


Source: Pakistan Economic Survey, 2008-2009 Statistical Appendix, Table 1.2, p. 10, and Pakistan Economic Survey 2011-12, Figu 
1.4, p. 110. 


60 THE ECONOMY OF PAKISTAN 


foreign resource inflows and illicit exports related to 
the war in Afghanistan. By its very nature this illicit 
trade remains shrouded in mystery but it probably 
continued to grow for sometime after remittances 
began to decline. From a high of US$2.9 billion, 
remittances fell to US$2.6 billion in 1985-86 and 
then more rapidly to US$2.0 billion over the next 
three years. Industrial and GDP growth slowed but 
not as much as they would have had there not been 
a rapid increase in the fiscal deficit. 

The share of manufacturing sector rose to 18.38 
per cent by 1985-86. By 1988, all these trends, 
which had fuelled a rapid expansion in domestic 
demand for industrial products, had been reversed. 
Overseas remittances declined and in 1988-89, 
the government embarked upon a stabilization 


Table 4.9 Structure of Manufacturing Sector 


Contribution of LS 
Manufacturing Sector 


Contribution of 


programme with a reduction in the fiscal deficit 
as its centre piece. Afghan war-related foreign 
resource inflows also began to decline and there was 
substantial trade deterioration in 1988-89. Also, 
there were civil disturbances in Sindh, particularly 
in Karachi, which again resulted in a decline of the 
share of the manufacturing sector. In 2003-2004(P), 
the share of industrial sector was 24.5 per cent. 


STRUCTURE OF 
MANUFACTURING SECTOR 


Before we consider the impact of manufacturing 
sector on various economic variables it is necessary 
to study its structure which changed drastically 


(Rupees in millions} 


Contribution of SS 
Manufacturing Sector 





Years Manufacturing (in GNP) (in GNP) 
NP 
aes Total per cent share Tota) per cent share 

1950-51 1,042 342 32.82 700 67.18 
(2.66) (5.94) 

1955-56 1,727 942 54.55 785 45.45 
(6.39} (5.25) 

1960-61 2,278 1,394 67.19 B84 38.81 
(7.91) (5.01} 

1965-66 3,816 2,796 73.27 4,020 26.73 
(11.15) (4.07) 

1970-71 5,521 4,293 77.76 1,228 22.24 
(13.14) (3.76) 

1975-76 6,588 4,843 73.51 1,745 26,49 
(11.55) (4.16) 

1980-81 9,739 7,153 73 44 2,586 26.55 
(12.33) (4.46) 

1985-86 14,872 11,002 73.98 3,870 26.02 
(33.60) (4.78) 

1990-91 76,3969 56,577 71.64 22,392 28.36 
(11.11) (4.40) 
1994-95 92,561 67,310 (72.72) 25,251 (27.28) 
1995-96 96,016 69,424 (72.30) 26,592 (27.70) 
« 1996-97 95,945 67,941 (70.81) 28,004 (29.19) 
1997-98 102,593 73,102 71.25 29,491 28.75 
1996-99 106,767 75,710 70.91 31,057 29.08 
1999-2000 108,405 75.699 69.82 32,706 30.18 
2000-2001 (A) 116,623 82,180 70.47 34,443 29.53 
2001-2002 (P} 121,738 85,466 70.20 36,272 29.80 


«Sources: Pakistan Economic Surveys 1995-96; 2000-2001 and 2001-2002 
Similar data are not available in the subsequent Pakisian Economic Survey. 


:, 


during the industrialization process and it is the 
change in its structure which led to the change in 
employment and income distribution. Pakistan’s 
industrial experience is shown mainly in terms of 
the large-scale manufacturing (defined as units 
employing more than ten people and using power 
in its operations) which contribute almost 75 per 
cent share of manufacturing. 

The structure of manufacturing sector changed 
drastically since 1950. During the initial year, the 
contribution of the small-scale manufacturing 
sector to total manufacturing sector was 67.18 
per cent while total GNP was only 5.94 per cent 
(Table 4.9). The share of large-scale manufacturing 
sector was only 2.66 per cent to GNP with rapid 
industrialization. The share of the large-scale 
manufacturing sector rose sharply to 54.55 per cent 
of total manufacturing in only five years more than 
small-scale manufacturing sector whose percentage 
share dropped to 45.45 per cent although its 
absolute share increased to Rs.785 million in 
1955-56. 

The percentage share of large-scale manufacturing 
rose much more rapidly over the years than the 
small-scale manufacturing sector due to its high 
productivity, its share to GNP rose from 2.66 to 
11.11 in 1990-91, while that of the small-scale 
manufacturing sector reduced from 5.94 to 4.40 in 
1990-91 in spite of the fact that their contribution 
in absolute terms rose at the same rate. 

Although growth rates in the fifties must be 
viewed keeping in mind the small industrial base 
from which the economy started, this was certainly 
not true of the sixties when high industrial growth 
rates were achieved from a substantial base built up 
in the fifties (see Table 4.10). 

Overall growth during 2002-03 was 7.2 per cent, 
2003-04 was 18.2 per cent and 2004-05 was 15.4 per 
cent. During 1972-77, with the impact of the break- 
up of the two wings of the country on the economy, 
the increase in oil prices and the international 
recession, the attempt to create a substantial base 
of heavy and basic industry in the public sector and 
the reduced role of the private sector in industrial 
development, the growth rate of large-scale manu- 
facturing declined substantially. In the last five 
years there has been substantial recovery mainly as 
4 result of a better export performance and a more 
liberal import policy, which improved the levels of 
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capacity utilization and also because a number « 
long gestation industrial projects established in tl 
earlier years of the seventies has started productio: 

During 2010-2011, manufacturing sectc 
rose by 3.1 per cent. During 2011-12, it w 
estimated to have grown by 3.6 per cent. Sma 
scale manufacturing maintained its growth at 7 
per cent, large scale manufacturing showed growt 
of 1.1 per cent. During July-March 2011-1: 
Construction showed growth of 6.5 per cent. Minin 
and Quarry sector recorded a positive growth of 4. 
per cent during the above period. 

Unfortunately, electricity and gas distributio 
witnessed negative growth of 1.6 per cent. 


Table 4.10 Growth Rates in the Manufacturing Sector 
in Pakistan (West) 


{Per cen 
Periods in Years Large-Scale Small-Scale 
1949-50 to 1954-55 23.6 2.3 
1954-55 to 1959-66 7.7 2.3 
1959-60 to 1964-65 16.9 2.9 
1964-65 to 1969-70 9.9 2.9 
1972-73 io 1976-77 1.5 7.4 
1976-77 to 1981-82" 9.4 7.3 
1981-82 to 1988-89 7.1 8.4 
1989-90 to 1993-94 4,14 5.31 
1894-95 to 1999-2000 0.01 5.31 
2000 to 2002 (P) 4.00 5.31 
ce 


iF Till 4969-70, the growth rate of the small-scale sectc 
was assumed to be the same as the population growt 
rate. 

2. since 1976-77 was an unusually bad year (because c 
political unrest) the averages for the years 1974-75 ani 
1975-76 were taken for the large-scale sectors. 

Sources: Pakistan Economic Survey 1981-82, Islamabad 
Government of Pakistan, Finance Division. Calculate: 
from Table 2.1 (Statistical Appendix, pp. 6-8); 1993-9. 
p. 22 (Statistical Appendix); 1999-2000 p. 11 (Statistice 
Appendix); 2001-2002 (Statistical Appendix), Table 7.3 
p. 11. 


The growth in the small-scale industry till 1969- 
70 may well be underestimated as the data compilec 
by the CSO was based on an indirect estimatior 
technique which equates the growth in small. 
scale industry to the growth rate of population 
Growth rates for the seventies are based on the 
Statistics Division’s Survey of Small and Householc 
Manufacturing Industries 1969-70, and Punjat 
SHMI Survey 1975-76. However, certain other 
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studies suggest that the growth rate may, in fact, be 
even higher at around 12 per cent in the seventies.' 


The industrial investments are reported as under: 


Table 4.11 Industrial Investments 








As. in bitlion 

Particulars 2001-2002 2002-2003 
Manufacturing 116 131 
Large-Scale 94 108 
Small-Scala 22 23 


De 

Source: Statistical Supplement to the Pakistan Economie Survey 
2002-03, \Islamabad: Government of Pakistan, Finance 
Division, p. 53. 


An analysis of large-scale and small-scale 
manufacturing sector on the basis of above two 
coefficients accentuate the facts described in 
previous paragraphs. 

The capital-labour ratio for large-scale manu- 
facturing sector rose from 10,361 to 14,842 from 
1959-60 to 1975-76 while that of small-scale 


industries rose only to 5,158 during the same year 
(see Tables 4.12 and 4.13), 


TECHNOLOGICAL ASPECTS 


In order to analyze the industrial sector it is 
necessary to have the quantitative instrument of 
the macro performance of manufacturing activity 
as well as the micro aspects of individual industries. 
One familiar instrument of macroanalysis is the 
capital output ratio which is a useful indicator of the 
relative capital intensities not only for interindustry 
comparisons but also for intersectoral analysis. For 
example: it shows conclusively that generally capital 
intensity is higher in heavy industry than in small- 
scale manufacturing industry. 

The coefficient of capital to labour is helpful in 
estimating the employment opportunities created 
by investment. If one of the objectives of industrial 
policy and development is to create employment 


Table 4.12 Capital Intensities in Large-Scale Manufacturing (at 1959-76 prices) 


Total Large-Scale 
Manufacturing 


Consumer Intermediate Capita! 
Years Goods Goods Goods 


Capital-labour ratio (As. per man) 


1959-60 10,015 20,363 8,841 10,361 
1964-65 11,308 23,800 7,702 11,126 
1969-70 10,045 45,115 8,122 42,660 
1975-76 10,890 40,336 14,080 14,842 
Capital output ratio : 

1959-60 3.07 3.14 2.58 300 
1964-65 1.90 1,93 1.76 1.87 
1969-70 1.18 427 1.90 1.70 
1975-76 1.59 3.87 1.91 2.02 


Source: J. Hamid, Choice of Technology, Employment and Industrial Development, PIDE, Monograph, 1976. 


Table 4.13 Capital Intensities in Small-Scale Industry (at Current prices) 





Capltal-Labour Capital Output 
Indusiry Ratio (As. Per man) Ratio 
1966-67 1975-76 1966-67 1975-76 

: 
Consumer goods 1,959 5,411 0.80 0.45 
Intermediate goods 2,367 3,110 0.61 0.33 
Capital goods 2,484 5,249 0.91 0.46 
Total Small-scale 

manufacturing 2,100 §,158 0.81 0.45 


Source: J. Hamid, Choice of Technology, Employment and Industrial Development, PIDE, Monograph, 1978. 
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l. Rashid Amjad and Vigar Ahmad, The Management of Pakistan's Economy 1947-82. Karachi: Oxford University Press, pp. 201-202. 
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opportunities with scarce capital, the knowledge 
of capital-labour ratio is indispensable which is the 
case of small-scale manufacturing sector. 

If we were to convert the capital-labour ratio in 
the large-scale manufacturing sector for 1975-76 
into current prices, it would come to 19,457 per 
head as compared to 5,158 per head for small-scale 
sector which implies that large-scale manufacturing 
sector is 26 per cent more capital-intensive than 
small-scale manufacturing sector. As a result, 
investment in large-scale manufacturing sector has 
to increase at a much faster rate than in small-scale 
manufacturing. 

The capital output ratio for the large-scale 
sector in 1975-76 was 2.02 as compared to 0.45 
for the small-scale sector, which explains why the 
share of large-scale manufacturing sector to GNP 
increased over time as compared to the small-scale 
manufacturing sector. 


SMALL-SCALE INDUSTRIES 


Definition 


A small enterprise may be defined differently for 
different purposes, but whatever criterion is used 
to distinguish a small from a large manufacturing 
enterprise, an element of arbitrariness is involved. 
The provincial Small Industries Corporations define 
a small enterprise in terms of an upper limit on the 
value of fixed assets, excluding land. The upper limit 
on the value of fixed assets has been changing over 
time but at present it is Rs.5 million. 


Importance 


Promotion of small-scale industry can help in 
achieving many objectives and, in particular, it 
can help in reducing the problem of widespread 
unemployment in the country. This problem is 
expected to aggravate with the inflow of returning 
Migrant workers from the Middle East. Small 
industry uses relatively more labour-intensive 
techniques and can generate employment for 
the expanding labour force. It can also be an 
important source of foreign-exchange earnings, as 
il intensively uses the relatively abundant factor 
of production, viz. labour. By relying on domestic 
Inputs, it also economizes on foreign exchange. 
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Other arguments given in favour of small industry 
are that it is an efficient user of the scarce factor- 
capital and has better linkages with other sectors of 
the domestic economy. 


Contribution to GDP 


The role of the manufacturing sector in the 
economy can be judged from its contribution to the 
Gross Domestic Product (GDP). Its share in GDP at 
constant prices has increased over time in Pakistan. 
In 1959-60 prices, the share went up from 15.5. 
per cent in 1972-73 to 18.3 per cent in 1985-86. 
The share of the ‘small-scale’ manufacturing sector 
in GDP has also increased from 3.6 per cent to 
5.0 per cent during the same period. Similarly, the 
share of small-scale in total manufacturing has 
increased from 23.3 per cent in 1972-73 to 27.5 per 
cent in 1985-86. It may be pointed out here that 
these results are based on constant growth rates 
of the small-scale industry for different periods, 
as assumed in the National Income Accounts. The 
growth rate was taken to be 7.3 per cent between 
1972~73 and 1976-77, and 9.4 per cent thereafter. 
These rates are, however, not incontrovertible. In 
an ARTEP study, it has been shown that the rate 
of growth of the small-scale industry in Pakistan 
is higher than the one assumed in the National 
Income Accounts. Based on data from different 
surveys, the study reports the annual rate of growth 
of 7.2 per cent for the period from 1966-67 to 1969- 
70 and of 13.5 per cent for the period from 1969-70 
to 1976-77. In the year 2003-2004, the contribution 
of the small-scale industry was 4.3 per cent to GDP 
(at constant factor cost). 


IMPACT ON IMPORTANT 
ECONOMIC VARIABLES 


According to the available statistics, although the 
contribution of the small-scale sector to GDP does 
not appear to be very high, it is, nonetheless, an 
important sector in many other respects, especially 
in terms of employment generation, exports, and 
better linkages with other sectors of the domestic 
economy. 
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Table 4.14 Employment Generation in Pakistan's Manufacturing Sector Table 4.15 Pakistan’s Major Exports (Percentage Share! 





1963-64 to 1969-70 1969-70 to 1980-81 1980-81 to 1993-94 Commodity 92-93 94-95 96-97 98-99 99-00 00-01 01-02 06-07 07-08 08-09" 
Particulars a a aT ae rae 
Total Large = Small Total Large = Small Total Large _ Small Cotton 59.8 58.7 61.3 69.1 61.0 58.9 59.4 6.0 52.0 5.3 
Change in employment (000 Nos.) 550 152 398 720 60 660 646 e56 e590 Leather 9.3 8.0 ie 6.8 6.3 75 6.6 5.0 6.0 6.0 
Prices of 1959-60 (Million As.) 1,991 1,810 181 4,026 2,584 1,442 °87,535 39,008 18,527 Synthetic Textiles 74 a 6.1 5.1 5.3 5.9 4.5 3.0 2.0 2.0 
of 1959-60 (Milllon Ais.) 6,271 5,507 764 «12,680 11,114 «1,536 °°73,001 «64,552 8,449 | Sub-total dy) pee one 1 aoe 789 83.0 a10 26:3 
Incremental capital/abour ratio $4,402 36,230 1,920 17,869 185,233 2,927 113,0041,152,714 14,320 Others 16.9 7.4 15.6 18.7 17.8 19.4 21.1 77.0 77.0 73.7 
Percentage change in employment 24.9 37.8 22.0 20.7 10.8 29.9 18.56 = = : Tatal 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
en SSS 
Percentage change in output 62.3 81.0 188 77.6 63.9 1260 15365 14210 185.36 : 
July-March provisional. 
Employment elasticity ‘ 9.40 0.47 1.17 0.27 0.17 0.24 0.12 — ig Source: Pakistan Economic Survey 2003-2004 and 2004-05, Islamabad: Finance Diviston, Government of Pakistan, Table 9.4, p. 103 
Incremental capital/output ratio 3.15 2.04 4.22 3.14 4,30 1.07 **1.89 2.81 0.70 Table 9.4, p. 118. 2008-2009, Table 8.3, p. t22. 
een een een eer renner ee 
; These figures are at constant factor cost of 1980-91. 


= Figures are only for the financial! year 1993-94. 
e estimated. 


Sources: Pakistan Economic Survey 1985—86, \slamabad: Government of Pakistan, Finance Division; 1993-94. 
Nate: | Updated information has not been reported in the Pakistan Economic Survey 2001-2002, 2002-2003 and 2003-2004. 


A brief discussion on these aspects is given below: 


Employment 


The performance of Pakistan's small-scale industry 
has been very impressive in terms of employment 
generation. It is estimated that about 80 per cent 
of the total industrial labour force is currently 
employed in this sector. 

The Pakistan Economic Survey 1985-86 gave 
some information about employment and other 
aspects of small-scale industry for the period from 
1963-64 to 1969-70 and from 1969-70 to 1980-81. 
These data are reported in Table 4.12. The source 
of these data is not provided in the Survey and we 
believe that the data have been estimated. 

Results in Table 4.14 clearly show that the 
employment generated in the small-scale manu- 
facturing sector has been much larger than that 
generated in the large-scale manufacturing sector. 
During the 1963-64 to 1969-70 period, additional 
employment generated in the manufacturing sector 
was 550,000 jobs, out of which 152,000 were in the 
large-scale sector and 398,000 in the small-scale 
sector. The employment generated in the small- 
scale sector was 2.6 times than that generated in the 
large-scale sector. Between 1969-70 and 1980-81, 
the employment generated in the former sector 


. accounted for 660,000 jobs as compared with the 
60,000 jobs in the latter sector. During this period, 


the employment generated in the small-scale sector 
was 11 times than that generated in the large-scale 
sector, Between 1980-81 to 1993-94, additional 
employment generated in this sector was 646,000, 
out of which 56,000 were in large-scale and 590,000 
in small-scale. 

The capacity of small-scale industry to generate 
relatively more employment is due to its use of 
labour-intensive technology. During the period 
from 1963-64 to 1969-70, the incremental capital 
requirement in the small-scale sector was Rs. 1,920 
per labourer as compared with Rs. 36,230 in the 
large-scale sector. In the small-scale sector it went 
up slightly to Rs.2,327 during the period from 
1969-70 to 1980-81, while in the large-scale sector 
it increased substantially to Rs. 185,233 whereas 
in 1980-81 to 1993--94, it was Rs. 1,152,714 and 
Rs. 14,320 for large-scale and small-scale respec- 
tively. The employment elasticity, which measures 
responsiveness of employment to changes in output, 
also shows that the small-scale sector has relatively 
greater potential for employment generation. The 
employment elasticity in the small-scale sector was 
higher than that in the large-scale sector in both 
the periods, though it decreased in the period from 
1969-70 to 1980-81 as compared with the 1963-64 
to 1969-70 period. 





Table 4.16 presents time series analysis in respect 
of Pakistan’s major exports in terms of percentage 
share: 


Table 4.16 Pakistan’s Major Exporis 


Percentages 
Particulars 2001-2002 2002-2003 2011-12 
Cotton 
Manulacturing 51 $3 50 
Leather 
Leather & Leather Goods 04 04 02 
Rice 11 09 ag 
Sub-total: 66 66 61 
Others 34 34 39 
Total: 100 100 100 





Source: Pakistan Economic Survey 2011-12, Table 8.4, p. 118. 


Capital 


It is argued that the small sector is an efficient 
user of the scarce factor capital. Normally, the 
capital value added ratio is employed to check the 
efficiency of capital. However, in Table 4.13, only 
the incremental capital output ratio is reported. For 
the 1963-64 to 1969-70 periods, the incremental 
capital output ratio in the small-scale sector (4.22) 
was greater than that in the large-scale sector (2.04). 
However, for the periods from 1969-70 to 1980-81, 
the ratio for the former sector (1.07) was much 
lower than that for the latter (4.30). If we use the 
incremental capital output ratio to measure the 


efficiency of capital, it is only in the latter perioc 
that the small-scale proves to be a more efficien 
user of capital than the large-scale sector. For th 
small-scale sector, data on capital value added ratic 
are available for 1976-77 and for the large-scale 
sector from the Census of Manufacturing Industrie: 
1975-76, and these clearly show an efficient use o 
capital by the former sector. 


Exports 


Small-scale industries in Pakistan have grea 
potential for earning foreign exchange. It is statec 
in the Sixth Five Year Plan that ‘the engine of expor 
growth will be agro-based in small-scale industries’ 
The Plan envisages a 15 per cent per annum increas: 
in the exports of output of the small-scale anc 
cottage industries. The share of manufactured good 
in total exports has increased considerably ove 
time. It is difficult to determine the contribution o 
small-scale industry to total manufactured export: 
However, we have identified a few items which ar 
mainly produced by the small-scale industry.' Thes 
items include ready-made garments and hosiery 
carpets and rugs, footwear, surgical instruments 
and sports goods. The shares in these items in tots 
exports, as well as in manufactured exports, ar 
presented in Table 4.16. The share of these item: 
taken together in total exports, increased from 7.5 
per cent in 1972-73 to 16.93 per cent in Novembe 
1993. In manufactured exports, it increased fror 
24.76 per cent to 31.25 per cent during 1972-73 t 
1984-85. 


1. According to a World Bank Study submitted to the Government in 1980, nearly 45 per cent of the manufactured exports come fro 


small industries. 
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It has been argued that large-scale industry is 
mainly concentrated in the import substitution 
sector which is heavily protected. Small-scale 
industry is not only an important source of foreign 
exchange earnings but it also economizes on foreign 
exchange by relying mainly on domestic machinery 
and other inputs. 

Available data in respect of export items in total 
and manufactured goods tabulated in this chapter: 


Other Aspects 


It has already been discussed that small-scale 
industry has better linkages with the domestic 
economy in terms of employment generation 
and use of other inputs. The growth of this sector 
creates demand for domestic capital goods industry. 
Small-scale industry also acts as a training centre 
both for workers and entrepreneurs. As it uses less 
sophisticated machinery, workers get training easily 
and in a shorter period. Entrepreneurs, with their 
acquired skill in small business, can move to bigger 
business. 


GROWTH OF SMALL-SCALE INDUSTRY 


Notwithstanding, the fact that small-scale industry 
has not been given a significant role to play in the 
country’s economic development, this sector does 
contribute greatly to value added in the manu- 
facturing sector (26 per cent), to GNP (5.3 per cent) 
and to total exports (18 per cent) (Pakistan Economic 
Survey 1987-88, Government of Pakistan). Tables 
4.18 and 4.19 are self-explanatory dealing with 


Table 4.17 Export Items in Total and Manufactured Goods 


Total Export 
Year (Current Priced} Aeady-made garments 
1993-94 206 a4 
1994-95 251 41 
1995-96 295 46 
1996-97 325 56 
1997-98 373 62 
1998-99 390 70 
1999-2000 4d 86 
2000-2001 599 102 
2001-2002 561 ; 106 
2002-2003 652 131 


growth rates between large-scale manufacturing and 
small-scale manufacturing. It is clear that for the 
last four years, small-scale manufacturing has been 
growing steadily and at a greater rate than large- 
scale manufacturing. Table 4.20 gives the share of 
different manufacturing industries in value added 
and employment. 

The small-scale industry expanded more rapidly 
during the periods from 1969-70 to 1980-81 than 
the 1963-64 ta 1969-70 periods. There were many 
factors responsible for this rapid growth of the 
small-scale industry during the latter period. The 
Pakistan rupee was drastically devalued in 1972, 
which improved the competitiveness of the small- 
scale industry compared to the large-scale industry. 
Prior to the devaluation, the large-scale industry 
could import machinery and raw material cheaply 
on an overvalued official exchange rate, whereas the 
small-scale industry had no such access to foreign 
exchange. Devaluation also provided a boost to 
many export oriented small industries. Nation- 
alization of industries and labour legislation by the 
government also forced investors to move to small- 
scale industry. A dramatic increase in Pakistani 
workers’ remittances from abroad also provided 
an impetus to the small-scale industry by creating 
demand for their products. 


GOVERNMENT INCENTIVES 
AND POLICIES 


One measure of the government's support and 
interest in small-scale industry can be noted from 


{Rupees in billions) 


Carpets 


and Rugs Leather Surgical instsumants Sports 
5 7 3 6 
6 eI 3 8 
? 9 4 8 
8 9 4 12 
9 9 § 17 
10 9 5 13 
14 9 6 15 
17 14 7 16 
15 15 9 19 
13 14 9 20 





pource: Statistical Supplement to: Pakistan Economic Survey 2002-2003, Gavernment of Pakistan: Islamabad. Table 8.7, pp. 154-157. 


Note Update data are not available, 





the various Five Year Plans’ documents. In the 
First Five Year Plan (1955-60), it was stated that 
‘Small industry has specific contributions to make 
to economic development. In the first place, it can 
contribute to the output of needed goods without 
requiring the organization of large new enterprises 
or the use of much foreign exchange to finance the 
import of new equipment. Secondly, it can provide 
opportunities for employment beyond the narrow 
boundaries of urban centres. Finally, as history 
shows, it can perform an important function in 
promoting growth, providing a training ground for 
management and labour and spreading industrial 
knowledge over wide areas. 

The Plan recommended the setting up of a Small 
Industries Corporation which would provide loans 
(up to Rs. 10,000), give technical assistance and help 
in marketing of products. It proposed the setting 
up of research institutes for the development of 
improved processes and designs for production 
for, according to the planners, ‘if small industry 
is to survive and prosper in the face of increasing 
competition from large industry, it stands in 


Table 4.18 Growth of Manufacturing Sector 
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need of technical guidance’. It also recommended 
the creation of small industrial estates where the 
government could provide land, roads, water, 
power, and similar facilities. 

The Second Five Year Plan (1960-65) noted that 
the implementation of the First Plan had fallen far 
short of its objectives and the major problems of 
small industries remained unsolved because of a 
lack of concerted effort to tackle them. It set out the 
following principles for the development of small 
industries: 

(a) to adopt small industries to changing 
technological, economic and social 
conditions; 

(b) to stimulate production of implements and 
equipment required for agriculture; 

{c) to encourage the processing of indigenous 
raw materials; 

(d) to create additional employment oppor- 
tunities; 

(e) to modernize such existing units that have 
sound economic prospects; 








Period a ee 
Total Large-scale Small-scale 
1949-50 ta 1959-60 7.7 15.4 2a 
1959-66 to 1969-70 9.9 13.3 29 
1863-70 to 1979-80 5.4 4.7 7.6 
1973-80 to 1984-85 9.4 9.4 B.4 
1983-88 (6th Plan) 7.7 7.5 B34 
1988-94 5.8 4.9 8.4 





Source: Pakistan Economic Survey 1993-94, Islamabad: Government of Pakistan, Finance Division, p. 22 (Statistical Appendix). 
Current data are nat available in the Pakistan Economic Survey 2001-2002 and 2003-2004. 


Table 4.19 Share of Different Manufacturing Industries in Value Added and Employment (1983-84) 


Large-scale Small-scate 

Particulars Value Employ- Value Employ 

Added ment Added ment 
EEE 
Food, Beverages and Tobacco Industry 21.8 15.9 288 17.1 
Textiles 18.6 a7.6 20.1 23.4 
Leather and Rubber Products 5.0 3.0 1.3 1.1 
Chemicals and Chemical Products 17.8 7.8 1.8 1.6 
Non-metallic Mineral Products 0.9 3.4 0.4 1.2 
Basic Metal, Machinery and 
Transport Equipment 28.2 20.6 12.9 17.3 
Others 65 10.7 23.6 27.7 
Total 95.8 99.0 88.9 89.4 


Source: Pakistan Economic Survey, Islamabad: Gavernment of Pakistan, Finance Division 
Current data are not available in the Pakistan Economic Survey 2001-2002 and 2003-2004. 
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(f) to promote modernization by encouraging 
growth of small industries in rural areas in 
general and wherever resources and markets 
are available in particular; 

(g) to bring about a closer relationship between 
the small and large industries through, 
for example, the production of spares and 
accessories or components for large-scale 
industry or through providing facilities for 
the maintenance and repair of equipment 
in use either by large-scale industries or in 
other sectors of the economy; and 

(h) to preserve and promote traditional arts and 
crafts. 


The Plan emphasized that the development of small 
industry within each province was to be the concern 
of a Provincial Small Industries Corporation with 
emphasis, as in the First Plan, industrial estates, 
design centres, sales and display centres, and 
development-cum-training and training-cum- 
production centres for certain selected industries 
like carpets, woollen, pottery, leather tanning, and 
woodworking. The central government was mainly 
to help establish technical training and technical 
and advisory centres. 

In the Third Five Year Plan (1965-70) and 
Fourth Five Year Plan (1970-75), the principles 
for development of small industries stated in the 
Second Plan were repeated verbatim and the basic 
approach was to be identical with emphasis on 
Small Industries Corporations. 

In the Fifth Five Year Plan (1978-83), it was 
stated that ‘the small industries sector has consider- 
able potential for growth but it suffers from a 
number of problems relating to organization, 
financing, technology and marketing. To facilitate 
the development of this sector, there is need to 
have a closer look at the constraints under which 
this sector operates and to remove the hurdles 
which inhibit its healthy growth. There is also need 
to provide some special incentives and assistance 
to small entrepreneurs who have the resources or 
skill that can be profitably exploited. Fiscal and 
commercial policies will give due recognition to 
these factors during the Plan period’ 

The Plan documents clearly show the limited 
importance which small-scale industries had in 
‘Pakistan’s overall development strategy. The major 


task of the development of these industries was to 
be carried out through the Small-scale Industries 
Corporations, 

A number of fiscal, financial and other incentives 
were provided by the government to the small-scale 
industry. The Sixth Five Year Plan lists the following 
special incentives to be provided to the small-scale 
industry. 

« A combination of fiscal incentives to ease 

initial cash-flow problems; 

« Preferential access to credit through stronger 
specialized institutions; 

e Institutionalized dissemination of information 
about acceptable export designs and suitable 
technologies; 

e Assistance in training for the required skills; 

e Organization of advisory marketing boards; 

e Encouragement for integration with the large- 
scale sector through sub-contracting; and 

e Provision of adequate infrastructure and 
measures to make it accessible to the small- 
scale investors. 


The provincial Small Industries Corporations, set up 
by the government, are working for the promotion 
of the small-scale industry. As discussed in the Sixth 
Five Year Plan, the special incentives are being 
provided to the small-scale industry mainly through 
these corporations. A few of these incentives and 
facilities, viz. exemption of cottage industry from 
central excise and sales taxes, credit and training 
facilities, and small industrial estates. 

In the Seventh Five Year Plan, it was realized 
that the small-scale industries have so far received 
inadequate financial support. It is expected that the 
State Bank of Pakistan will substantially increase the 
credit allocation for small industries. 

The importance of small industries in the 
economy can hardly be over-emphasized. They 
provide employment opportunities to a large 
number of workers, require less technical skills, 
depend mostly on indigenous resources, and 
have better linkages with the other sectors of the 
economy. Realizing the importance of this sector, 
the Government of Pakistan had provided a number 
of incentives—fiscal, financial, and other—for 
its promotion in the country. Establishment of 
Small Industries Corporations in the Punjab and 
Sindh, Small Industries Board in the NWFP and 


| 





Small Industries Directorate in Balochistan was an 
important step in this direction. These institutions 
are playing a significant role in the promotion of 
small industries through establishment of industrial 
estates and provision of financial, technical, and 
marketing facilities. Although all these activities 
are commendable, there is need for an even larger 
role of these institutions in the growth of small 
industries, The currently available credit and 
training facilities are insufficient and need to be 
improved. 


SUGGESTIONS FOR IMPROVEMENT OF 
SMALL-SCALE INDUSTRIAL SECTOR 


On the basis of a limited analysis, the following 
suggestions are made: 

I. The task of promotion and development of 
small-scale industry is largely assigned to 
the provincial governments, which pursue 
their policies through their respective small 
industries corporations. On the other hand, 
the commercial banks and other lending 
institutions are under the control of the 
Federal Government. There is a great need 
for a homogeneous development policy for 
small-scale industry at the national level. It 
is suggested that a committee, consisting of 
representatives from the federal and provincial 
governments, provincial small industries 
corporations, and lending institutions, should 
be formed to formulate a systematic policy for 
the promotion of small-scale industry in the 
country. The representatives of entrepreneurs 
and workers can be included in such a 
committee to present their points of view. The 
committee can coordinate and supervise the 
activities of the relevant institutions. It may be 
pointed out here that similar suggestions have 
been made by others also. 

2. It is a well-recognized fact that lack of funds is 
a major constraint on the expansion of small- 
scale industry in Pakistan as only a very small 
Proportion of units in the industry have access 
to institutional credit. Since the commercial 
banks and other institutions providing loans 
to small industries are in the public sector, 
the government can take appropriate policy 
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measures to ensure that a larger amount 
and proportion of the funds go to small 
manufacturing units. In particular, the role 
of the Small Business Finance Corporation, 
which looks after the credit needs of small 
enterprises, can be increased considerably 
in this regard. Another problem faced by 
small units is that they find it very difficult 
to provide guarantees for their loans as 
demanded by commercial banks. Guarantee 
for at least part of the loan can be provided by 
the government through the Small Industries 
Corporations. This sort of scheme had been 
in operation till 1982. Revival of such a 
scheme will enhance the use of the available 
funds. With the Islamization of the banking 
sector and the introduction of profit-and- 
loss-sharing system, the financial institutions 
in Pakistan may be reluctant to provide loans 
to small industries mainly due to their being 
characterized as relatively high risk enterprises. 
Some imaginative schemes, therefore, need to 
be worked out to ensure continued flow of 
required funds to small industries, 


- Small-scale industry has a great potential for 


foreign exchange earning. Foreign markets 
should be surveyed periodically and small 
manufacturers should be informed of the 
demand for their products. They should also 
be informed of acceptable designs and quality 
of products so that they can compete in the 
foreign markets. 


. Provincial Small Industries Corporations and 


other organizations have set up a number 
of training centres for workers. There is an 
equally great need to set up training centres 
for entrepreneurs of small-scale industry. A 
few basic courses on management, marketing, 
quality control etc., should be offered at 
these centres. With great knowledge of these 
aspects, entrepreneurs may become more 
productive and be able to make better use of 
the existing facilities. 


. Last but not least is the need for regular 


periodical surveys of the small-scale industry 
at the national level. In the absence of precise 
and uptodate information about the industry, 
the policymakers are seriously handicapped in 
working out future plans for this sector. 
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Oe ee ee — 


MINING 


Minerals are of great importance for a developing 
economy like Pakistan because they are used as 
raw material for construction. Minerals in Pakistan 
include iron ore, salt, brine, gypsum, chromite, 
marble, limestone, clay, glass-sand, radiative sand, 
and barytes. Minerals which are non-ferrous metals 
are copper, zinc and deposits. Table 4.20 presents 
overall position of the major minerals of Pakistan. 


PAKISTAN MINERAL DEVELOPMENT 
CoRPORATION 


The Government of Pakistan framed National 
Mineral Development Policy to exploit the mineral 
deposits and the following steps have been taken 
in this case: 

(a) To provide higher financial allocations for 
mineral sector. 

(b) To expand the institutional framework for 
accelerated mineral development. 

(c) To set up semi-autonomous corporations 
such as PMDC, Resources Development 
Corporation at federal level and Punjab 
Mineral Development Board, Sarhad De- 
velopment Authority and Balochistan 
Development Authority at provincial level. 


PERFORMANCE OF MINING SECTOR 


The performance of mining sector is discussed as 
under: 


1. Copper-Gold Project 


The Copper-Gold Project in district Chagai, 
Balochistan, was signed with Metallurgical 
Construction Corporation, China, in September 
1990 and was made effective in October 1991. This 


metal mining project is planned in Pakistan and . 


it needs investment of more than Rs. 10 billion to 
produce 15,810 tons blister copper containing 1.47 
tons gold and 2.76 tons silver per annum. This 
project will be helpful in the development of other 
base metal deposits in country and will also help in 


developing infrastructural facilities in remote areas 
of Balochistan. 


2. Chromite 


The large deposits of this mineral occur in Pakistan, 
half of which are found in Muslimbagh and the 
rest are found in Peshawar and Kalat divisions. 
The production of this mineral is about 25,000 tons 
during the last years. Almost all of this mineral 
is exported. It has to face tough international 
competition from Rhodesia, Korea and Turkey and 
occasional release from US stock piles. The deposits 
of chromite in 1955-56 were 28,000 tons but in 
2003-2004(P), the deposits of this mineral were 
18,000 tons. 

Chromite and manganese are the minerals which 
are in demand in European countries because these 
countries are in deficit in their own resources. 
South Africa is one of the largest exporters of these 
minerals but still the prospects are bright as the 
European countries will look for other sources of 


supply. 
3. China Clay 


There are large deposits of China clay in Pakistan. 
This mineral is found in Karachi, Wah, Rohri, 
Dhandhut, Daud Khel, and Hyderabad. This mineral 
is used in the cement mills. The deposits of this 
mineral in 1955-56 were zero but in 2004-2005(P) 
were 27 million tons as shown in Table 4.19. 


4. Bauxite 


Bauxite and high alumina deposits are found 
in Sargodha district of Punjab. This mineral is 
also found in Jhimpir-Braudabad areas and it is 
profitably used in steel mills. 


3. Gypsum 


It is an important mineral which is used to make 
cement, plaster of Paris and is also used in other 
small industries. This mineral is also found in 
Kohat, Sibi, Mianwali, Jhelum, Dera Ghazi Khan, 
Dadu, Sanghar, Dera Ismail Khan, and Bahawalpur. 
The production of this mineral in 1955-56 was 
31,000 tons and for July 2004 to March 2005 it was 
436,000 tons as shown in Table 4.20. 
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6. Rock-salt 


The production of rock-salt in 2001-2002 was 
1,394,000 tons. The extraction of main minerals is 
discussed in Table 4.20. 


PROJECTS 


To increase the production of salt, PMDC has 
started the following projects: 


1. Jhimpir Meting Collieries 


This mine is being developed in district Thatta, 
Sindh, and it will produce 30,000 tons annually. 


2. Salt Solution Mining Project 


PMDC has found 300 thick salt bed at a depth 
of 2,600 feet in a lolly drilled near Choa Saiden 
Shah. This salt solution project has the capacity to 
produce 100,000 tons of salt. 

Currently available data relating to extraction of 
main minerals is given in Table 4.21. 


EXPLORATION OF MINERALS 


The minerals, particularly industrial minerals such 
as gypsum, silica sand, rock-salt, and dolomite, are 
demanded in the European countries. 


PROSPECTS 


The private sector holding 85 per cent of the total 

mineral leaseholds is shy to invest capital in mineral 

development on a long-term basis due to many 

Constraints, The following measures are taken to 

“courage the private sector to invest capital in 

Mining sector: 

1. The government should provide essential 
infrastructure facilities like electricity, roads, 
water, telecommunication etc., in mining 
areas. 

2. Taxation should be discouraged in the mining 
areas to encourage private investors. 


3. Various government departments and local 
councils should not impose multiple taxes on 
mining companies. 

4. The import of mining machinery and 
equipment should be allowed. 

5. The procedure for getting mining licences 
should be made simple. 


MINING AND QUARRYING— UPDATE 


An update on mining and quarrying is given in 
the Pakistan Economic Survey 2003-04 (pp. 39-40) 
which is reproduced below: 


The value addition in the mining and quarrying 
sector remained almost flat during the year 2003-04 
against 16.1 per cent growth last year. Various 
regional geological surveys, conducted in the 
recent past, have confirmed the great potential of 
Pakistan in providing metallic minerals like copper, 
gold, silver, platinum, chromite, iron, lead, and 
zinc, As regards industrial minerals there is a vast 
potential of multi-coloured granite, marble and 
other dimensional stones of high quality for export 
purposes, Its share in GDP has hovered around 1.4 
per cent for the last few years which is not truly 
representative of the actual potential of the sector. 
Presently, about 50 minerals are under exploitation 
with the major ones being coal, rock-salt, and other 
industrial and construction mineral. 

The production of natural gas grew by 16.1 per 
cent while crude oil and coal witnessed declines 
in extraction by -1.1 per cent and -3.8 per cent 
respectively. The decline in extraction of coal is 
surprising because all cement manufacturers have 
started using coal to cater to their fuel requirement. 
The extraction of some important minerals is given 
in Table 4.21. 

The value addition in the mineral sector is mainly 
concentrated in five principal minerals, namely, 
coal, gypsum, sulphur, crude oil, and natural gas. 
The value addition in gypsum registered a decline 
of -13.1 per cent, while the extraction of sulphur 
increased by 7.1 per cent. 

In order to accelerate the development of 
mineral resources in the country, various clauses 
of National Mineral Policy have been implemented 
over the last four years. The fiscal incentives and 
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(000 tonnes} 


Table 4.20 Mineral Deposits Table 4.22 Production of Selected Industrial Items of Large Scale 


Coal Argonite/ China Celestile Dolomite Gypsum Limestone | (Jul-March) (Jul~March) 
Marble Clay Anhydrite S.No. ttems Unit Weight — WU-March) (Jul-March)'s, change —%Paint Contribution 

Year 185 Very 4.9 {tonnes) Very 350 million Very | en ee ee Ute i 
ee ee | 1. Deep Freezers (Nos.) 0.16 67380 35316 $7.59 ~0.08 

2. Jeep & Cars (Nos. 2.80 101532 110430 8.76 0.25 
1955-56 = =: 7 = 7 < aia | 3.  Retrigerators (Nos.) 0.24 690236 737146 6.80 0.02 
1960-61 ~ 6 1 555 ~ at Mere | 4, Upper Leather {000 sq.m) 0.39 19324 18350 -5.04 0.02 
1965-66 - 1 2 239 = us ocd 5. Cement (000 tones) 5.30 20814 21410 2.86 0.15 
1970-71 = 23 8 466 = iat coal 6.  Liquids/Syrups {Milion Liters) $.10 62.456 71.289 14.09 0,16 
1975-76 ‘i cs = Bae - Ses sal 7. Phosphatic ferillizer (000 N tones) 0,40 385.313 359.344 -6.74 -0.03 
1980-81 = 14 40 295 = i al | 8. Tablets (Mition Nos) 1.90 15848.369  17550.617 10.74 0.20 
1985-86 = 122 a1 as - oe aes | 9, Cooking oil (000 tones) 2.20 228.649 228 834 0.08 0.00 
1990-91 3,054 2681 44 W773 Ula 268 ascii | 10. _Nitrogenous fertilizer {000 N tones) 4.04 1667.918  1674.972 0.42 0,02 
1991-92 3,627 321 a2 1,068 180,987 a6 Bice | 11, Cotton Cloth {Million sq.m.) 7.20 764.480 769.600 0.67 0.05 
1992-93 3,256 388 a7 1,682 220,241 sa a2 | 12. Vegetable Ghee (000 tones) 1.10 816.924 829,434 1.53 0.02 
1993-94 3,534 460 48 4,398 228,090 eee eae | 13. Cotton Yam (000 tones) 13.00 2200.41 2225.34 1.13 0.15 
1994-95 3,043 467 31 1,403 227,079 eee meee 14. Sugar (000 tones) 3.50 892.141 4485.592 15.25 0.53 
1995-96 3,465 458 43 762 185,115 260 eee | 15. Tea Blended (000 tones) 0.40 50.783 57.511 13.25 0.05 
1996-97 3,496 459 66 B12 215,298 ace said 16. Petroleum products (Millon Liters) 5.50 8427.809 8046.298 4.53 0.25 
1997-98 3,145 345 68 961 116,046 oe METS 17. Cigarettes (Billion Nos.) 2.10 47.458 45.674 -3.76 -0.08 
1998-99 3,378 403 67 642 196,831 ane eee 18. Coke (000 tones) 0.10 218.824 138.616 ~36.65 0.04 
1999-2000 3,164 579 63 802 347,583 Mee eee | 19. Pig iron (000 tones) 1.58 926 675 195.81 40.06 -0.63 
2000-2001 3,285 eee a ad aleaitaed = poe | Source: Pakistan Economic Survey 2011-2012, Table 3.2, p. 41. 
2001-2002 4,512 685 54 382 312,886 402 10,820 
2002-2003 3,609 1,066 40 402 340,864 424 11,880 
2003-2004 3,325 io es ont aecadel ace to regulatory framework have been modified to attract economy transfer and regional infrastructural 
2004-2005 3,367 1,280 = 1,859 Ledge ae sai foreign investment as the government has accorded development. 
2011-2012 (July-March}(P) 2,483 758 13 105,590 617 25,014 


Sources: Pakistan Economic Survey 1997-98, \slamabad: Government of Pakistan, Finance Division, p. 99 (Statistical Supplement); 
1998-99, p. 31, Table 3.12 (Statistical Appendix); 2000-01, p. 31, Table 3.1 (Statistical Appendix), and 2001-2002, Table 3.1, 
p. 31 and 2003-2004, Table 3.1, p. 33 and 2004-05, Table 3.1, p. 33 and Pakistan Economic Survey 2011~12, Appendix, Table 
2:1, p28: 


Table 4.21 Extraction of Principal Minerals (000 tonnes) 
2011-12 


priority to the implementation of the National 
Mineral Policy. 

Foreign Direct Investment (FDI) in the mining 
and quarrying sectors was 17.0 per cent in 1999- 
2000, exhibiting a rising trend thereafter. Its share 
in total FDI inflow peaked at 54.7 per cent in 


3. Special incentive for development in minerals 
was given in mineral development. 

4. Future programme include: RECO dik cooper, 
gold prospects, utilization of resources as 
productive use of vast areas, exploring hidden 
resources through private/multinational 


Particulars eed 1998-99 1999-00 2000-01 2001-02 2006-07 2007-08), afarch) | 2001-02, against 26.3 per cent in 2000-01. During investment. 

Quantity Me July-April 2003-04, though its share declined, yet it 
Coal Miltlon tonnes 33.78 3.2 3.3 3.5 37 4.0 2.5 is still one of the major recipients of FDI accounting 
Natural gas (000 M.Co-MTR) 21.1 23.2 24.8 26.2 40.0 41.2 31.4 | for 22.3 per cent in overall FDI. PRODUCTION OF 
Crude oil Min.Barrels 19.9 20.4 21.1 23.19 24,62 25.6 18.0 An update based on the Pakistan Economic Survey SELECTED INDUSTRIAL ITEMS 
Marble 000 tonnes Ait 579 620 635 114.8 69.0 NA | 2011-2012 (pp. 41-49) is summarized as under: 
Chromite 000 tonnes 18 26 22 22 104 115 13.4 1. Mineral sector contributed to the economic _—‘ The position of the production of selected industrial 
Dolomite 000 tonnes 198.8 347.6 352.7 353 343 360 106 sector in Pakistan such as energy, minerals, items during 2011-12 (July-March) to 2008-09 is 
Ankerite 000 tonnes 242 355 364 402 624 660 61.7 ; coal, agriculture minerals, rock phosphate, _ given in Table 4.22, 
loneetane 000 tonnes 9.5 9.6 10.9 10.9 25.5 31.8 2.5 gypsum, construction minerals, lime stones, 
Magnesite 000 Million tonnes 3.5 45 4.6 4.6 3.5 4 2.4 natural stones etc. Microcredit Schemes 
Rock-salt «000 Million tonnes 1190 1358 1394 1.4 1.9 1.9 1.5 2 etbtats linkages included expansion of To arrange equitable distribution of bank credit 
Sulphur 000 Million tonnes 19.4 22.8 us aoe ane aii i nee ss Laas i cei ene expaneing among various sectors of the economy with 
Baryte 000 Million tonnes 18 26 28 21 47 50 34 business opportunities for local industries, 


Sources: Pakistan Economic Survey 2008-2009, Table 3.13, p. 52. 





increase in revenue flow to government, 


particular reference to the needs of the sectors 
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neglected in the past, a Small Loans Scheme was 
launched in December 1972. Initially, the National 
Credit Consultative Council used to fix specific 
targets for the small loans to be granted by the 
banking sectors. Loans provided under this scheme 
were guaranteed by the State Banking of Pakistan 
and 50 per cent of any bona fide loss (principal 
amount only) incurred in any transaction of loans 
and advances were to be reimbursed to the banks. 
However, the system of allocating the targets for 
the scheme was discontinued in June 1995 and now 
banks are free to extend microcredit according to 
their own lending policies. Under the Scheme, the 
following loans are provided: 

(a) Small Loans for Business and Industry. 
Loans and advances, including bills 
purchased and discounted, given by any 
bank for business purposes, not exceeding 
Rs. 300,000 per borrower, including those to 
dependent members of his family, would be 
treated as ‘Smali Loan. 

(b) Small Loans for Industrialists. Loans and 
advances given to industrial units, including 
cottage industries, which have fixed assets 
(excluding land and buildings), the original 
value of which did not exceed Rs. 20 million 
would be treated as ‘Small Loans. 


Lending for Small and Medium Industries 


Under the Prime Minister's National Agenda pro- 
gramme to create self employments opportunities 
for the youth of the country, it was decided that 
banks would launch a scheme for extending small 
loans giving preference to unemployed and skilled 
youth, persons possessing prior business experience, 
and professionals holding diploma/degree in 
any technical/professional field. The scheme was 
commenced with effect from 15 July 1998. Initially, 
the scheme was operated through NBP, HBL, UBL, 
MCB, ABL and SBFC. However, later on the Bank 
of Punjab and Bank of Khyber were also included 
in the Scheme. Special counters at designated 
branches were opened by these institutions all 
over the country for distribution and receipt of 
application forms for loans under the Scheme. 
Banks/Small Business Finance Corporation (SBFC) 
were required to process and finalize applications 
{received complete in all respects) within 15 days 


of their receipt. Under the Scheme, small and 
medium loans are provided as per the following 
two categories: 
Ist Category: Loans ranging from Rs. 10,000 to 
Rs. 500,000. 
2nd Category: Loans ranging from Rs.500,001 to 
Rs. 5,000,000. 


In order to enable banks/SBFC to facilitate the 
provision of loans under the Scheme, necessary 
exemption from Prudential Regulation was granted, 
i.e. per party limit on clean loans/advances for self- 
employed loans under the first category was raised 
from Rs. 100,000 to Rs. 500,000. 


Terms and Conditions of Loans 


First Category 

* Loans under this category will be provided 
by banks/SBFC to borrowers against one 
personal guarantee or any other security 
acceptable to the banks and hypothecation of 
the entire business assets. 

« All Pakistani citizens (unemployed youths 
male/female) with minimum middle pass/ 
degree holders from government recognized 
colleges, universities, skilled persons and 
other professionals will be eligible to borrow. 

¢ The applicant's age should not be less than 
19 years. 

* He/She should be residing at the current 
address for the last one year or more. 

¢ Applicant should neither be an employee of 
a government/semi-government department 
nor a full time student of an educational 
institution. 

¢« The guarantor should be an officer of 
government/semi-government or financial 
institution. 

e Owners of unencumbered immovable 
properties or any other security acceptable to 
the bank valuing not less than the amount of 
loans to be guaranteed by them. 

e One person can guarantee a maximum two 
loans provided the property and assets owned 
by him and his financial position so justifies or 
where the first loan is being repaid regularly. 





¢ The guarantor’s unencumbered immovable 
property/assets equal to the value of loan is 
acceptable as mortgage against the Joans. 

¢ Loan alongwith mark-up is repayable in seven 
years, The grace period for loans under this 
catepory is not exceeding 12 months. 

¢ The guarantor should be a resident of the area 
at feast for last one year. 

e The guarantor should be of good moral/sound 
character. 


Second Category 

¢ Under this category, banks will allow financing 
for new industrial units, BMR and expansion 
of existing units. 

« Loans in this category will be provided against 
the mortgage of property/machinery/business 
assets and hypothecation of stocks etc. 

¢ There should be a grace period of 12 months. 

« A minimum of five years business experience 
of the borrower has been prescribed by the 
banks, In this category the age of the borrower 
should be between 30 to 55 years. 


Other terms for both categories 

e The repayment period ranges between 24-84 
months. 

¢ He/She should neither be a borrower from 
any other bank/financial institution nor a 
defaulter. 

¢ The rate of mark-up to be charged from the 
borrowers under both the categories would be 
15 per cent, if the loan instalments are being 
repaid on time, otherwise rate of 16 per cent 
would be charged. 


Small and Medium Enterprises 
Development Authority (SMEDA) 


To develop the small and medium enterprises 
(SMEs) in Pakistan, the then Prime Minister had 
created a Small and Medium Enterprises Develop- 
ment Authority (SGMEDA) in October 1998 as an 
autonomous corporate body at the federal level 
With Prime Minister as its head. Its governing 
board consisted of a chairman and members from 
Bovernment and private sector. Terms of reference 
of SMEDA are that it will be the apex policy- 
making body for SME’s and provide and facilitate 
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support services, generate massive employment 
opportunities, give industrial growth, revitalize 
small business, and back start the economy through 
aggressive launch of small and medium enterprise 
(SME) support programme. Banks/SBFC participat- 
ing in the SES are to coordinate with SMEDA. 

As on 10 April 1999, 69,168 applications were 
received in the first category. Out of which 55,318 
applications were accepted and 23,723 applications 
were rejected, while Rs. 5,559.7 million were 
sanctioned to 31,595 applicants. In the second 
category of loan, 181 applications were received 
by the participating institutions. Out of which, 132 
applications were accepted and 74 applications were 
rejected, while Rs. 153.2 million were sanctioned 
to 58 applicants. In total, an amount of Rs. 4,149.1 
million was disbursed (74.6 per cent of the 
sanctioned amount) under first category and 
Rs. 81.5 million (53.2 per cent of the sanctioned 
amount) under the second category, thereby raising 
the total disbursements under this Scheme to 
Rs. 4,230.6 million. 

The Small and Medium Enterprise Development 
Authority (SMEDA) was established in October 
1998. Its broad objectives were to: 

1. Provide and facilitate support services to 
SME's and to serve as key resource base for 
them. 

2. Prepare a plan of action to revitalize the role 
of small business in the development of the 
country. 

3. Serve as the voice of small business within the 
government and to ensure participation of the 
private sector in the process of policy-making. 

4, Generate massive employment opportunities 
at significantly low cost. 

5. Drive industrial growth towards value added 
exports. 

6. Co-ordinate SBFC and other financial institu- 
tions in arranging finance for self-employment 
schemes. 


During 2011-2012 synergy was established as 
SMEDA collaborated with international agencies 
in providing technical assistance to SMEs in the 
relevant industrial units to update their skills 
for improving system. These agencies included 
productive cooperation. Senior Experts Services 
(Germany), an another institution was set up. 
SMEDA also took the initiatives for bringing 
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information gap for SMEs through publication of 
SMEDA Research Working Paper series. 


Small and Medium Enterprises (SMEs) 


SMEs as given in information in the Pakistan 
Economic Survey 2003-04 (p. 35) is reproduced 
below: 


The SME sector has great potential for generating 
employment especially for the low-income groups. 
Thus, creating a business environment that is 
supportive of SMEs is an important part of the 
government's poverty reduction strategy. This sector 
contributes 30 per cent to GDP with value addition to 
the manufacturing industry of around 35 per cent and 
generating 25 per cent of manufacturing sector export 
earnings (US$2.5 billion). It also provides 99 per cent 
of non-agricultural jobs. The development of the 
apro-pracessing sector (mainly for fruits, vegetables, 
dairy, and livestock) and initiatives for fair marketing, 
transportation, and handling of agricultural produce 
presents a wide range of opportunities for private 
sector growth in the agro-based rural economy. The 
micro enterprise development initiatives through the 
provision of credit through banks are expected to 
spur economic activity mainly in the self-employed 
segment of the population. Over a period, this sector 
will transform into formal SME enterprises. 

The government recognizes that SME-led private 
sector development needs further strengthening 
of the regulatory environment, adjustment in 
prudential policies, and the provision of support 
services for enterprise establishment, development, 
quality improvement and export/local marketing in 
the short to medium term. The Small and Medium 
Enterprises Development Authority (SMEDA) is 


actively developing programmes for managerial skill 

development, technical and informative support to 

SMEs. SMEDA has also developed strategies for a 

large number of sectors and facilitates SMEs in the 

documentation for financial institutions, providing 
free technical, managerial and marketing advice. 

The government has devised a mechanism and 
regulatory environment to provide financial assistance 
and business support services to SMEs. It is seeking 
assistance from the Asian Development Bank for 
support in (a) formulating and implementing 
SME Policy and Regulatory Policy development; 
(b) providing SMEs with direct access to services 
for enhancing competitiveness and employment 
generation; (iii) improving SMEs’ access to finance 
through an SME Business Support Fund; and 
(d) disengaging the government from activities that 
could be better provided by the private sector. SME led 
economic growth is expected to significantly impact 
poverty through: (i) income generating activities in the 
rural and urban economy; (ii) creating employment 
opportunities; and (iii) providing forward linkages to 
the micro-enterprises benefiting from the availability 
of microcredit. 

Main points reflecting contribution of SMEs, based 
on the Pakistan Economic Survey, 2011-2012 are as 
under: 

99.9 per cent of economic establishments in 
Pakistan are SMEs. These absorbed 80 per cent 
labour. They contribute 30 per cent to 40 per cent 
to exports from the manufacturing exports sector. 
SMEDA has been involved in various activities such 
as providing over the counter services to SMEs, 
help desk facilities, human resources development, 
technological upgradation and infrastructural 
support. 
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Balance of Payments 


SOME THEORETICAL ASPECTS 


The Balance of Payments (BOPs) is a comprehensive 
record of economic transactions of the residents 
of a country with the rest of the world during a 
given period of time. It is a tabulation of the credit 
and debit transactions of a country with foreign 
countries and international institutions. Its main 
purpose is to provide the government information 
about the international economic position of the 
country and to help make decisions about monetary 
and fiscal issues, on the one hand, and about trade 
and payments on the other. 


BALANCE OF PAYMENTS (BOPs) 
OF A COUNTRY 


When payment is received from a foreign country, it 
is a credit transaction while a payment to a foreign 
country is a debit transaction. The principal items 
shown on the credit side are exports of goods and 
services, unrequited or transfer receipts in the 
form of gifts etc., from foreigners, borrowings from 
abroad, foreign direct investment, and official sale 
of reserve assets including gold to foreign countries 
and international agencies. 

The principal items on the debit side include 
imports of goods and services, transfer payments 
to foreigners, lending to foreign countries, invest- 
ments by residents in foreign countries and official 
Purchase of reserve assets or gold from foreign 
countries and international agencies. 

The credit and debit items are shown vertically 
in the BOPs account of a country. Horizontally, they 
are divided into three categories, i-e.: 





1. The current account 

2. The capital account 

3. The official settlements account or official 
reserve assets account. 


1. The Current Account 


It includes all international trade transactions 
(of goods and services), international service 
transactions (tourism, transportation and royalty 
fees) and international unilateral transfers (gifts and 
foreign aid). 


2. The Capital Account 


Financial transactions consisting of direct invest- 
ment and purchases of interest-bearing financial 
instruments, non-interest bearing demand deposits 
and gold, comprise the capital account. 


3. The Official Reserve Assets Account 


Official reserve transactions consist of movements 
of international reserves by governments and official 
agencies to accommodate imbalances arising from 
the current and capital accounts. 

In other words, it measures the change in the 
nation’s liquid and non-liquid liabilities to foreign 
official holders and the change in a nation’s official 
reserve assets during the year. The official reserve 
assets of a country include its gold stock, holdings 
of its convertible foreign currencies and SDRs and 
its net position in the IMF. 
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BOPs ACCOUNT CHART 


CREDIT (Receipt) DEBIT (Payments) 


1 CURRENT ACCOUNT 
(a) Merchandise 
Exports (+) 
Imports (-) 
(b) Services 


(c) Transfer Payments 
(d) Current Account Balance 


2, CAPITAL ACCOUNT 


(a) Financial 
Transactions 


(b) Capital Account Balance 


3. OFFICIAL ACCOUNT 
{a) Reserves 


(b) Official Account Balance 


BALANCE [Deficit (-), Surplus (+)] 


(i) Deficit, if Debit > Credit 
(ii) Surplus, if Debit < Credit 


received (-) 
rendered (-) 


rendered (+) 
received (+) 


(a) Borrowing (a) Lending 


from foreign to foreign 
countries countries 
(b) Direct (b) Direct 
investment investment 
by foreign to foreign 
countries countries 


Increase in Decrease in 


foreign official reserve 
official of gold and 
assets in foreign currency 
the country (i.e. official 


reserve assets) 





BOPs EQUILIBRIUM 


Equilibrium is that state of BOPs over a relevant 
time period which makes it possible to sustain an 
open economy without severe unemployment on a 
continuing basis. 


Diagrammatic I]lustration 


We know that whatever raises national spending 
and national income is likely, other things being 
equal, to worsen the balance of trade and payments 
by making the country tend to import more, 
«Furthermore, higher interest rates would tend to 


attract capital inflows as lenders seek to earn the 
higher interest rates being offered in this country. 
The same interest rate that affects domestic activity, 
thus, also affects the BOPs. The level of domestic 
economic activity and the BOPs are thus clearly 
affected simultaneously by the same domestic fiscal 
and monetary policies. 

We make certain assumptions to simplify our 
analysis. These assumptions are: 

(a) A given supply curve. 

(b) No change in price expectations. 

(c} Internal capital flows depend on the {evel of 

the interest rate at home and abroad. 
(d) No accumulation of real capital. 





It is evident that the balance of payments depends 
on both the level of domestic economic activity and 
the level of domestic interest rate. 

FE curve is the set of all combinations of 
income and interest rate levels for which the overall 
payments balance is in equilibrium, i.e. neither in 
surplus nor in deficit. 


In Figure 5.1, we have drawn a FE curve showing 
equilibrium in BOPs. All the points above FE curve 
show surplus in BOPs and all the points below FE 
show deficits. B is the target point of policy at which 
the nation has achieved both internal balance (full 
employment without excessive give inflation) and 
external balance. 


TYPES OF BOPs EQUILIBRIUM 


A distinction has also been made between static 
equilibrium and dynamic equilibrium. 
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1. Static Equilibrium 


The distinction between static and dynamic 
equilibrium depends upon the time period. In 
static equilibrium, exports equal imports including 
exports and imports of services as well as goods and 
the other items on the BOPs—short-term capital, 
long-term capital and monetary gold are on balance, 
zero. Not only should the BOPs be in equilibrium, 
but also national money incomes should be in an 
equilibrium vis-a-vis money incomes abroad. The 
foreign exchange rate must also be in equilibrium. 


2. Dynamic Equilibrium 


The condition of dynamic equilibrium for short 
periods of time is that exports and imports differ 
by the amount of short-term capital movements 
and gold (net) and there are no large destabilizing 
short-term capital movements. 

The condition for dynamic equilibrium in 
the long run is that exports and imports differ 
by the amount of long-term autonomous capital 


Figure 5.1 
How the External Balance Depends on National Income and Interest Rates: 
The FE Curve 


Interest rate 
(percent per year) 


Surpluses 


employment 





- Surplus = 2 
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FE curve (overall) balance) 
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movements made in a normal direction, i.e. from 
the low interest rate contrary to those with high 
rates. When the BOPs of a country is in equilibrium, 
the demand for domestic currency is equal to its 
supply. The demand and supply situation is thus 
neither favourable nor unfavourable. If the BOPs 
moves against a country, adjustments must be 
made by encouraging exports of goods, services or 
other forms of exports or by discouraging imports 
of all kinds, No country can have a permanently 
unfavourable BOPs, though it is possible—and 
is quite common for some countries—to have 
a permanently unfavourable balance of trade. 
Total liabilities and total assets of nations, as of 
individuals, must balance in the long run. 


TYPES AND CAUSES OF DISEQUILIBRIUM 


There are several variables which join together to 
constitute equilibrium in the international economic 
position of a country, viz. national incomes at home 
and abroad, the prices of goods and factors, the 
supply of money, the rate of interest, etc, At the 
back of these variables lie the supply of factors, 
production functions, the state of technology, tastes, 
the distribution of income, the state of anticipations, 
etc, If there is a change in any of these variables and 
there are no appropriate changes in other variables, 
disequilibrium will result. 

There are three main types of disequilibrium 
which are discussed below: 


I. Cyclical Disequilibrium 


Cyclical disequilibrium occurs because of two 
reasons. First, two countries may be passing 
through different paths of business cycle. Second, 
the countries may be following the same path 
but the income elasticities of demand or price 
elasticities of demand are different. If prices rise in 
prosperity and decline in depression, a country with 
a price elasticity for imports greater than unity will 
experience a tendency for decline in the value of 
imports in prosperity, while those for which import 
price elasticity is less than one will experience a 
tendency for increase. These tendencies may be 
overshadowed by the effects of income changes, of 
course. Conversely, as prices decline in depression, 


the elastic demand will bring about an increase in 
imports, the inelastic demand a decrease. 

It is said that the underdeveloped countries suffer 
in terms of the balance of payments both from 
low prices in depression which hurt exports and 
from high incomes in prosperity which give rise to 
heavy imports. The developed countries are hurt 
consistently by high import prices during periods of 
world prosperity and by low incomes abroad during 
the periods of depression. 

Remedies: (a) Under the gold standard deflation 
and unemployment can act as remedies to cyclical 
disequilibrium. (b) Exchange rate depreciation 
which might cause retaliation. (c) Import restric- 
tions. 


2. Secular Disequilibrium 


The secular or long run disequilibrium in BOPs 
occurs because of long run and deep-seated changes 
in an economy as it advances from one stage of 
growth to another. The current account follows a 
varying pattern from one state to another. In the 
initial stages of development, domestic investment 
exceeds domestic savings and imports exceed 
exports. 

Disequilibrium arises owing to lack of sufficient 
funds available to finance the import surplus, or the 
import surplus is not covered by available capital 
from abroad. Then comes a stage when domestic 
savings tend to exceed domestic investment and 
exports outrun imports. Disequilibrium may result 
because the long-term capital outflow falls short 
of the surplus savings or because surplus savings 
exceed the amount of investment opportunities 
abroad. At a still later stage, domestic savings tend 
to equal domestic investment and long-term capital 
movements are on balance, zero. 

Remedies: (a) By balancing interest and external 
adjustment through fiscal and monetary polices. 
(b) By short and long-term lending and borrowing. 
(c) By reliance on domestic savings. 


3. Structural Disequilibrium 


Structural disequilibrium has two sub-types: 
(a) Structural disequilibrium at goods level. 
(b) Structural disequilibrium at factor level. 
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Structural disequilibrium at goods level occurs 
when a change in demand or supply of exports or 
imports alters a previously existing equilibrium, or 
when a change occurs in the basic circumstances 
under which income is earned or spent abroad, in 
both cases without the requisite parallel changes 
elsewhere in the economy. 

Suppose the demand for Pakistani handicrafts 
falls off. The resources engaged in the production 
of these handicrafts must shift to some other line 
or the country must restrict imports, otherwise the 
country will experience a structural disequilibrium. 

A deficit arising from a structural change can 
be filled by increased production or decreased 
expenditure, which in turn affect international 
transactions in increased exports or decreased 
imports. Actually it is not so easy, because the 
resources are relatively immobile and expenditure 
not readily compressible. Disinflation or deprecia- 
tion may be called for to correct a serious dis- 
equilibrium. 

Structural disequilibrium at the factor level results 
from factor prices which fail to reflect accurately 
factor endowments, ie. when factor prices are out 
of line with factor endowments, distort the structure 
of production from the allocation of resources which 
appropriate factor prices would have indicated. If, 
for instance, the price of labour is too high, it will 
be used more sparingly and the country will import 
goods which a higher labour content. This will lead 
to unemployment, upsetting the balance in the 
economy. 

Remedies: Structural disequilibrium is a complex 
problem to solve. There is no unique remedy to 
correct it rather many combined measures would 
be used. 


GENERAL MEASURES TO CORRECT 
BOPs DISEQUILIBRIUM 


To correct the above stated different types of 
disequilibrium in BOPs, the following general 
measures are used: 

. Exchange depreciation (price effect) 

2. Devaluation (by government) 

3. Tariffs 

4. Import quotas 

3. Export duties 
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1. Exchange Depreciation (Price Effect) 


Before going ahead let's define some terms which are 
to be used in subsequent discussion. Fixed exchange 
rate means an exchange rate which is kept stable 
by a monetary authority. It is not rigidly fixed but 
fluctuates within small limits. 

Exchange rate flexibility means that the demand 
for foreign exchange matches its supply, so that there 
are no payment surpluses or deficits in the sense of 
disequilibrium flows of money between this country 
and the rest of the world. This means, in fact, that 
we are always on FE curve when exchange rates 
are flexible. Other changes may shift FE curve, by 
changing the combinations of income and interest 
rates that yield equilibrium in the foreign exchange 
market, but the economy always returns to a 
position on FE curve. 

Internal balance means simultaneous balance 
in product and money market assuring full 
employment without inflation. External balance is 
obviously meant to show the equilibrium in BOPs, 
i.e. neither deficit nor surplus. 

The IS curve is the set of combinations of income 
and interest-rate levels that yield equilibrium 
between desired saving and desired investment. The 
position of IS curve reflects saving and investment 
behavior. If this behaviour should change, IS curve 
will shift to the left or right. Expansionary fiscal 
policy and rises in private spending desires shift IS 
to the right. A contractional fiscal policy and drops 
in private spending desires shift 15 to the left. 

The LM curve is a locus of different combinations 
of rate of interest and national income which 
keep money market in equilibrium. Expansionary 
monetary policy and declines in private desire 
to hold money shift the LM curve to the right. 
Contractional monetary policy and rises in private 
desire to hold money shift the LM curve to the left. 

The equilibrium levels of national income and 
the interest rate are simultaneously determined by 
equilibrium in the national product market and 
equilibrium in the money market. 

The fact that expansionary fiscal and monetary 
policies have very different effects on interest 
rates set up an opportunity to combine fiscal and 
monetary policies in mixture that suffice to solve the 
problem of maintaining both internal and external 
balance. 
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Monetary Policy and Flexible Exchange Rates 


A monetary policy having flexible exchange rates 
exerts a strong influence over national income, 
whether or not capital is highly mobile between 
countries. To see why, let’s consider the case of a 
deliberate expansion of the domestic money supply 
with the help of Figure 5.2. | 

An expansion of the money supply makes it 
easier to borrow cutting the interest rate and raising 
spending. Both the rise in spending and the drop 
in the interest rate would worsen the BOPs in the 
short run. With flexible exchange rates, however, 
the deficit cannot last. With demand for foreign 
currencies now greater than supply, our national 
currency depreciates in value. If depreciation 
improves the trade balance, as we shall assume here, 
then FE curve is shifted to the right. That is, for any 
given interest rate, the level of income that brings 
overall payments balance can be higher now that the 
depreciation of the exchange rate has made it easier 
for domestic firms to compete with foreign firms. 


At the same time, the depreciation shifts IS curve 
to the right, because the new competitive advantage 
for domestic firms raises aggregate spending for 
what this country produces. This rise in aggregate 
demand due to depreciation augments the rise due 
to the extra money supply, expanding the economy 
all the way to point C. Thus, monetary policy has 
greater unit effect over national income under 
flexible exchange rates than under fixed rates. 


2. Devaluation 


Devaluation reduces the price of domestic currency 
in terms of foreign currency. It is different from 
depreciation in that depreciation of currency is a 
result of market forces’ interaction while devaluation 
is a deliberate governmental action. 

In 1944, Bretton Wood Conference was held 
and as a result of this International Monetary Fund 
(IMF) was established. It was the duty of IMF to 
accept the price fixed by every country, but when oil 
prices went up in 1973, IMF allowed every country 


Figure 5.2 
The Potency of Monetary Policy with Flexible Exchange Rates 
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to devalue its currency to adjust BOPs up to ! per 
cent. There was devaluation by a chain of Third 
World countries. 

in 1973, devaluation lost its meaning because if 
one country devalues its currency others follow suit. 
In 1973, fixed exchange rate was replaced by floating 
exchange rates and so devaluation had a limited 
impact. 

Devaluation can be effective only when there 
is a fixed exchange rate. Thus, when there ts fixed 
exchange rate then one country can devalue its 
currency. The aim of devaluation is to remove the 
deficit in BOPs. 


Effects of Devaluation 


(a) UDCs’ imports consist of machine and 
industrial raw material which are used as input 
in export goods production. We know that due 
to devaluation price of imports also goes up. 
Therefore, when price of import goes up the 
cost of production of export goods also goes 
up. Thus, exports become expensive. Therefore, 
some of the advantages of devaluation are 
neutralized. 

(b) As imports are expensive, there would be a 
higher domestic price so there would be a 
pressure on wages, which will cause cost of 
production to go up. 

(c) If the price level goes up, the people will find 
that their real cash balance has decreased and 
in the attempt to restore their real balance 
position, they will spend less and, therefore, 
saving will increase as a result of less consump- 
tion and higher saving, aggregate demand 
would decrease and as expenditure is less, 
absorption would be less and BOPs will be in 
favour of us. 

(d) Ifa country is working under full employment, 

then due to devaluation there would be a 

diversion of resources to export industries. 

Therefore, cost of production would go up 

because of the inefficient labour. Hence, BOPs 

will not be favourable for us. 

If there is underemployment, then devaluation 

would increase exports. Therefore, income 

would go up. So the BOPs statics depends on 
imports, exports and consumption. 
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3. Tariffs 


Tariff is a tax levied on imports. It is synonymous 
with import duties or custom duties. Tariffs are 
used for two different purposes; for revenue and for 
protection. Revenue tariffs are a source of govern- 
ment revenue and protective tariffs are meant to 
maintain and encourage those branches of home 
industry protected by the duties. 

Tariff duties are of four types: 

(a) Ad valorem tariff: It is levied as a percentage 
of the total value of the imported com- 
modity. 

(b) Specific duties: These are levied per unit of 
the imported commodity. 

(c) Compound duties: These are a mixture of 
above two. 

(d) Sliding scale duties: Which vary with the 
price of commodities imported. 


4. Import Quotas 


Asa protective device, import quotas are alternative 
to tariffs. Under an import quota, fixed amount of 
a commodity in volume or value is allowed to be 
imported into the country during a specified period 
of time. The major objectives of import quotas are: 

(a) To avoid foreign competition. 

(b) It gives greater administrative flexibility. 

(c) To bring about a better BOPs and BOT. 


Import quotas are of the following five types: 
(a) Tariff quota. 
(b) Unilateral quota. 
(c) Mixing quota. 
(d) Bilateral quota. 
(e) Import licencing. 


5. Export Duties 


When world prices are higher than domestic prices, 
there is an incentive to export. In such a situation, a 
government may levy export duties. 

In Figure 5.3, the pre-duty price is 6 and total 
exports are 6X, but after the imposition of export 
duty the price (for exporter) has reduced to 5 and 
exports are restricted to 5X. Thus, export duties 
are used to prevent exports, The reason may be that 
exported commodities are required domestically. 
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Figure 5.3 
The Effects of an Export Duty 


Price 
($ per bushel) 


Domestic supply curve 


World price 


Domestic price 


estic demand curve 


PAKISTAN’S BALANCE OF 
PAYMENTS (BOPS) 


Deficit 


To maintain a balance of payments is a complex 
task. How other countries solve their problems 
concerning balance of payments determines the 
volume of trade and investment between them. 
A key purpose is to provide summary statistical 
statements of the sources and uses of foreign 
exchange. Countries having deficit balance of 
payments are those whose visible and invisible 
imports exceed their exports. The balance of 
payments position of a country serves as an index 
of its economic position. 

The trade balance of Pakistan for various years 
is shown in Table 5.1. We have been having a trade 
deficit in almost all years except for the three years, 
Le. 1947-48, 1950-51 and 1972-73. In 1947-48, 
our total exports were Rs.444 million whereas 
the imports were of Rs.319 million and we had 
a trade surplus of Rs.125 million. The reason for 
this surplus was that the exports of the newly born 
Pakistan were quite high. 


Quantity 
(bushels per year) 





Again in 1950-51 we had a balance of trade 
surplus which amounted to Rs.176 million. This 
surplus was due to Korean War when excess exports 
of our cotton and jute turned the deficit into a 
surplus. After the collapse of the Korean boom, 
however, our imports exceeded our exports and we 
had a continuous deficit in trade balance for many 
years. 

In 1972-73, once again we had surplus trade 
balance of Rs.153 million. The reason behind this 
surplus was the massive currency devaluation in 
1972 when the rupee was depreciated from Rs. 4.76 
to Rs.11 per dollar. The exports increased signifi- 
cantly and the share of exports in the GDP rose to 
14.9 per cent. 

Industrialization in the country consumed the 
available raw materials and as such their export 
from Pakistan also declined. Due to the introduction 
of Export Bonus Voucher Scheme in 1959, there was 
a great increase in our exports which, according to 
the available figures, rose by 80 per cent. The rate 
of vouchers varied from 150 to 200 per cent which 
raised the prices of imported goods. 

Based on the Statistical Bulletin of SBP released 
on September 2012 (Table 4.14), total exports of 
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Table 5.1 Exports, Imports, and Trade Balance 


Year 


Current Prices 


(Rupees million) 





Exports Imports Balance 
1947—48 444 319 125 
1950-51 1,343 1,167 176 
$955-56 742 S65 -223 
1960-61 540 2,173 -1,633 
1965-66 1,204 2,880 =1,676 
1970-71 1,998 3,602 -1,604 
1980-81 29,280 53,544 -24,264 
1990-93 138,282 171,114 -32,832 
1991-92 471,728 229,889 -58,161 
1992-93 177,028 258,643 -81,615 
1993-94 205,499 258,250 —52,751 
1994-95 251,173 320,892 ~69,719 
1995-96 294,744 397,575 -102,834 
1996-97 325,313 465,001 —139,686 
1997-98 379,160 436,338 -63,178 
1998-99 390,342 465,964 -75,622 
1999-2000 443,678 533,792 -90,114 
2000-2001 539,070 627,000 -87,930 
2001-2002 560,947 634,630 -73,683 
2006-2007 1,029 1,852 =§22 
2007-2008 1,197 2,512 -1,315 
2008-2009 1,383 2,724 =~1,340 
2611-2012 (July—March) 1,519 2,939 -1,420 


Sources: Pakistan Economic Survey, 2008-2009, Table 9.4, p. 62, and Pakistan: Economic Survey, 2011-12, Statistical Appendix, Table 


No. 8.3, p. 69. 


Pakistan during 2011-12 were US$24.66b and 
imports were US$40.18b. 


Pakistan’s BOPs Problem 


Pakistan has been experiencing a consistently large 
deficit in BOPs since 1970 to date. The merchandise 
account has shown large deficit since 1972-73. The 
Services account has also shown an increasing deficit 
but the rate of increase and the size of the deficit 
have been relatively modest. The combined deficit 
On merchandise and services accounts has been very 
large and has been rapidly mounting from Rs. 2.98 
billion in 1972-73 to Rs. 12.88 billion in 1975-76, 
Rs, 25.84 billion in 1978-89 to Rs. 30.05 billion in 
1979-80 and Rs. 31.62 billion in 1980-81. 

Even 130 per cent devaluation of Pakistani Rupee 
in 1972 could not solve the problem of the adverse 
balance of payments. 

These huge deficits have been partly offset by net 
Profit transfers from abroad, which have also been 
increasing very fast, from Rs. 1.54 billion in 1972-73 


to Rs. 12.14 billion in 1973-74 to Rs. 22.25 billion in 
1980-81. 

The overall BOPs deficit exceeded Rs. 11 billion 
in 1978-79 and 1979-80 but declined slightly in 
1980-81. The deficit is largely financed by foreign 
credits which increase this future debt service 
liability and which would cause strains on the future 
balance of payments. 

The deficit amounted to 3 per cent of GNP in 
1980-81. If the net private transfers, which mainly 
consist of the home remittances of Pakistani 
nationals abroad and which are a temporary 
phenomenon, are excluded, the net deficit on goods 
and services account amounted to 10 per cent of the 
GNP. This is a reflection of the dependence of the 
economy on external factors and of its vulnerability 
to changes in those factors, over which Pakistan 
has no control. This is an untenable position and 
calls for a fundamental reorientation of the relevant 
economic policies. 
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After witnessing a significant improvement in 
1982-83, the BOPs deteriorated sharply in 1983-84 
and this trend continued in 1984-85. Lower growth 
in merchandise exports and a decline in home 
remittances contributed to this situation. 

Pakistan's balance of payments position which had 
deteriorated sharply in 1987-88 with a draw-down 
of US$462 million on the foreign exchange reserves, 
received a terms of trade shock in 1988-89. The 
annual growth of about 13 per cent earlier estimated 
in ADP did not materialize because of a decline of 
about 4.5 per cent in the net price index even though 
the performance in terms of revenue has remained in 
line with the target. Besides, exports were also affected 
by an arbitrary ceiling of 15 per cent imposed on duty 
drawback in the 1988-89 Budget announced in June 
which was later withdrawn, the floods in Punjab and 
Sindh, and disturbances in Karachi and Hyderabad. As 
a result, export receipts remained almost stagnant till 
February 1989 even with a very good performance of 
cotton, cotton yarn, and most of the non-traditional 
items. The government implemented a structural 
adjustment programme to remove imbalances in the 
economy and in particular to achieve a viable balance 
of payments, The key elements of the policy being 
pursued are strong demand management, a flexible 
exchange rate regions, trade and tariff reforms and 
achievement of a viable fiscal balance. 

The balance of payments has responded to the 
measures taken and an overall improvement in the 
exports was visible in March and April 1989, The 
home remittances have done weil since January 
1989. Pakistan's aid donors have also demonstrated 
their support to the new democratic order in 
Pakistan. As a result of all these factors, the balance 
of payments had expected to throw up a modest 
surplus of US$66 million. 

The BOPs had shown improved performance 
during 1989-90 with reduction in current account 
deficit and increase in net international reserves. 
The current account deficit was likely to decline 
from US$1.93 billion in 1988-89 to US$1.70 billion 
in 1989-90. The improvement is attributable to a 
high growth of over 22 per cent in non-primary 
exports, which was somewhat doubted by sharp 
decline in the primary exports of rice and cotton. 

Workers’ remittances which started declining 
continuously after the peak year of 1982-83, again 
*showed some sign of improvement as remittances in 


July-March 1988-89 increased by 4.8 per cent. From 
1994-95, these have been continuously declining 
and by 30 April 2001, the total remittances were 
US$922 million. However this has shown a fising 
trend and total remittances for 2001-2002 were 
US$1,865 million. During 2002-2003, workers’ 
remittances were reported as US$4.24 billion and 
for the first ten months (July-April) of 2003-2004, 
this amount was US$3.21 billion. 


Current Position 


Pakistan is still suffering from BOPs difficulties. On 
one hand, its foreign exchange earning capacity is 
limited to primary products for which the market 
is unstable. On the other hand, developmental 
programmes requiring import of equipment and the 
burden of interest on foreign capital exert pressure 
on the balance of payments. In spite of its strenuous 
efforts to earn more foreign exchange, Pakistan has 
encountered numerous handicaps in boosting its 
exports of industrial products. As such its current 
account deficit which deteriorated from US$2,17} 
million in 1990-91 to US$2,810 million estimated 
for 1991-92 was expected to increase in 1995-96 to 
US$3,098 million and for nine months of 1996-97, 
this deficit was US$2,620 million. However, the net 
deficit for 1997-98 was Rs.63 billion. For 2001- 
2002, the surplus was US$913 million. However, the 
situation has considerably improved and there was a 
surplus of US$3.8 billion in 2002~2003. 

Heavy imports are an important cause of dis- 
equilibrium in balance of payments. Exports have 
always been less than imports. The exports mostly 
include raw materials or primary goods which, 
being cheaper, fetch less foreign exchange. At the 
same time, our invisible payments have increased 
while the receipts are less. Similarly, the prices of 
imports are increasing as compared to those of 
exports which are decreasing. 

As a matter of fact, a country’s dependence on 
the import of certain goods and services is matched 
by its dependence on the export of its goods and 
services. In other words, exports pay for imports 
which means how much a country can import from 
other countries. Actually, Pakistani exports mostly 
comprise raw materials instead of manufactured 
goods. 





Main Causes of Imbalance 
(Disequilibrium) in BOPs 


The following are the main causes of disequilibrium 
in Pakistan's BOPs: 


Slow Growth of Production 

There has been a very substantial increase in 
recent years in the quantum and value of exports 
of primary commodities, particularly rice and 
cotton. There is great scope for further increases 
in production and exports of these commodities. 
The scope for increasing the production of fruit, 
vegetables and livestock products was enormous 
and there was a large market for these products in 
the Middle East. But the potential for increasing 
the production and exports of these products was 
not properly realized. All this points to the need 
for greater emphasis on agricultural production. 
Most of the agricultural produce such as food- 
grains, cotton, livestock, fruit, and vegetables 
consist of internationally traded goods. The 
marketable portion of agricultural production was 
a relatively small part of total production, because, 
in subsistence agriculture, the bulk of the produce 
is consumed by the producer himself. The need is 
for a very large part of additional production to 
be marketable and to be available for export. This 
calls for much greater attention to all factors which 
affect agricultural production, such as land reforms, 
irrigation, water management, supply of agricultural 
inputs, credit, marketing facilities, etc. 

In the case of industrial production, a consider- 
able scope for increasing production and exportable 
surplus through better utilization of the existing 
Capacity was not fully utilized. The causes of 
Underutilization of capacity need to be studied 
in detail with a view to the adoption of remedial 
Measures. The costs of production in the case of 
SOme industries have increased to such an extent 
that their products have priced themselves out 
the world market. The causes for the increase in 
Production costs need to be studied in depth for 
Cach important export industry separately and 
Suitable measures need to be adopted for enabling 
the industries to reduce their costs and become 
COmpetitive in the world market. 
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Political Uncertainty 

The exports during 1988~89 were affected by the 
political uncertainty and disturbances during the 
greater part of the year. The events starting from 
the dissolution of National Assembly on 29 May 
1988 had a deep impact on the psychology of 
business communities. The elections followed by 
the assumption of power by an elected government 
and its resolve to implement structural reforms in 
the economy brought about a qualitative change in 
the situation. This was reflected for the first time 
in the export figure for March 1989 compared to 
corresponding months in 1988. However, as the 
recovery began at the end of the year, exports for 
the year as a whole forecast an improvement of only 
about 2 per cent over the previous year. The repeated 
government changes through the nineties, however, 
sustained the atmosphere of political uncertainty. 
This was ameliorated to a considerable extent, albeit 
in a superficial manner, by a return to military-led 
government in 1999. However, the dramatic political 
events of 2007 again generated great uncertainty. 
The restoration of democratic constitutional rule 
since 2008 and the consolidation of key institutions 
have gone a long way to reviving an atmosphere 
of political stability despite the terrorist attacks 
afflicting the country as a concomitant of the war 
in Afghanistan. 


Fiscal Policies 

Pakistan's fiscal policy has been a serious obstacle 
to the expansion of its exports. The import duties 
on the raw materials required for the production 
of certain goods which have an export potential are 
so high that the production costs make the goods 
uncompetitive in the world market. Such import 
duties are really export duties and have the same 
impact on exports as export duties. The tax element 
in the cost of production of export commodities 
needed to be eliminated except where it was desired 
to tax exports of specified commodities. This 
could have been done in two ways. One approach 
could have been the abolition of import duties 
and other taxes on production inputs for export 
goods. This would have been difficult because of the 
resulting loss of revenue, for some of the inputs for 
production may also be articles for consumption, 
the taxation of which may be justified. The other 
method could be the estimation of the tax element 
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in the cost of production of the export goods and 
the grant of a tax rebate on the basis of actual 
exports. This approach was adopted. However, the 
procedures for the payment of the tax rebate were 
very time-consuming and so it took a long time to 
get the rebate. This greatly reduced the impact of 
the rebates on neutralizing the tax element in the 
production of exports. These procedures need to be 
simplified and streamlined. 


Pakistani Tariffs 
The import and export tariffs of Pakistan are 
by and large revenue oriented. The balance of 
payments reasons are no doubt taken into account 
in the determination of import and export duties. 
However, there are numerous anomalies in these 
tariffs. There are cases where the raw materials for 
a finished article are taxed at such a high rate that it 
is cheaper to import the finished articles rather than 
import the raw materials and produce the finished 
articles locally. In cases like this, there can be no 
possibility for producing such articles for export. 
The import and export tariffs need a thorough 
revision from the point of view of minimizing the 
tax element in the cost of production. The approach 
should be to tax consumption but not production. 


Trade Restrictions of Developed Countries (DC) 
The trade barriers raised by developed countries 
against the import of manufactures from the 
developing countries is one of the important factor 
preventing greater production and export by some 
industries in Pakistan, particularly the cotton textile 
industry. The dismantling of these barriers through 
North-South negotiations can go a long way in 
increasing Pakistan's exports of manufactured 
goods. 


Import Substitution Policy of Pakistan 

The emphasis of Pakistan's industrial policy has 
been more on import substitution than on export 
expansion. The position of domestic industries 
results in higher prices for the consumer. But what is 
worse is that industries having a sheltered domestic 
market tend to become inefficient, because, in 
the absence of foreign competition, there is no 
incentive to reduce their production costs. The 
export industries, on the other hand, have to be very 
* efficient in order to be able to compete in the world 


market, for they don't have the luxury of a sheltered 
market at home, in which they can thrive at the 
cost of the consumer. Besides, some of the export 
industries are much more labour-intensive than the 
import substitution industries, 


Heavy Import of Food-grains and Energy 
Imports during 1988-89, on the other hand, 
increased as a result of usually heavy import of 
food-grains. The imports of 1.9 million tons valued 
at US$359 million during July-April 1988-89 
imposed a heavy additional burden on imports. 
While import of food-grains may not be necessary 
next year with a bumper wheat crop being currently 
harvested, the rising bill for energy imports would 
offset part of this gain. The increase in the quantity 
of energy imports was being offset in the recent past 
by a decline in the world oil prices. The firming up 
of international oi] prices has started making an 
impact on the total import bill. The impact would 
be larger next year. The development of domestic 
energy resources is being carried out on a priority 
basis to meet this emerging pressure. 


Export of Primary Commodities 

The main factor for unsatisfactory export perfor- 
mance is stated to be the adverse trend in the terms 
of trade. But this vulnerability to the TOT shock 
is the result of heavy dependence of the country's 
export earnings on primary commodities like cotton 
and rice and semi-manufactured goods, which are 
subject to frequent price fluctuations in the world 
market. To give stability to the country’s export 
trade, it has been suggested time and again that the 
export of manufactured goods should be increased. 
This export actually declined in 1988-89, despite the 
fact that rapid industrialization has been enjoying 
top priority in our exports not only for itself but 
also to reduce unemployment, increase per capita 
income and achieve the goal of economic self- 
reliance. A very low growth rate of 1.2 per cent in 
the large-scale manufacturing sector in 1988-89 was 
the most disturbing development whatever may be 
the reason for this poor performance. 


Depreciation of Pakistan Rupee 

While exports rose by 5.3 per cent, imports rose by 
10.5 per cent in 1988-89. As a result, the ratio of 
exports to imports declined to 66.4 per cent from 
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69.7 per cent in the preceding year. The escalation 
in the value of imports was due to the continuous 
depreciation of Pakistani rupee in terms of the 
world’s leading currencies and also the liberalization 
of imports dictated by the IMF, although there is a 
wide scope for their curtailment. It is deplorable 
that even those goods, which are produced within 
the country are being imported, thus removing the 
incentive for import substitution. 


Inflation 

Inflationary conditions are a serious obstacle to the 
promotion of exports. Inflation results in a rise in 
the domestic cost of production so that the goods 
produced cannot compete in the world market, if 
the rate of exchange is not suitably adjusted. So, 
the control of inflation was essential for keeping 
Pakistani goods competitive and for promoting 
exports. It has not been possible to control inflation 
in Pakistan even in recent years. ‘BOPs was also 
affected by the impact of inflationary pressures 
which emerged during the later half of the preceding 
fiscal year and which gathered momentum during 
the first half of this year. A strong demand 
management policy pivoted on tight fiscal and 
monetary performance contributed to abatement 
of inflationary pressures in the final quarter of 
the current fiscal year. The anti-inflationary policy 
combined with a flexible exchange rate regime 
would be pursued vigorously to provide more 
stable conditions for restoring an overall balance in 
external payments conditions’ (Pakistan Economic 
Survey 1988-89, p. 66). 


Pricing Policies 

Pricing polices play an important role in the 
production and export of agricultural commodities. 
The prices which the farmer gets for his produce 
should cover his cost of production, including the 
cost of his own and his family’s labour, and the risks 
incurred plus a reasonable profit. The procurement 
Prices need to be determined with this consideration 
in mind, for otherwise there would be no incentive 
for production. 

In order to maximize the production of 
internationally traded goods, it is necessary that 
the world market prices (border prices) are kept 
in mind in the fixation of procurement prices. The 
cropping pattern has also to be determined with a 


view to maximizing the value added in agriculture 
in terms of the border prices and not in terms of 
domestic prices which are subject to numerous 
distortions. This would generate the maximum 
export surplus in value terms at world market 
prices. The procurement prices for agricultural 
produce and the prices for agricultural inputs have 
also to be fixed with a view to encourage cropping 
pattern which maximizes export value. There is 
no evidence that these considerations are kept in 
mind during the formulation of pricing policies for 
agricultural inputs and agricultural produce. 


Foreign Exchange Remittances 

Another cause of BOPs imbalance during the 
1980s was the steep decline in foreign exchange 
remittances from abroad. Pakistan had relied for 
a number of years on this highly unstable source 
for financing its growing imports and sizeable 
underlying deficit in external payments. At the 
peak level in 1982-83, remittances from Pakistani 
workers abroad amounted to US$2.9 billion. At this 
point, remittances exceeded merchandise exports 
and financed about half of merchandise imports. By 
1987, remittances had come down to US$2 billion. 
During July-March 1988-89, foreign exchange 
remittances accounted for 44 per cent of the physical 
exports and were sufficient only to finance 28 per 
cent of the physical imports. Uptil July~March 
1996-97, the foreign remittances had declined 
further to US$0.99 billion. Exports have not grown 
at a rapid enough pace due to the TOT shock to 
offset this continuing decline in foreign remittances, 
Other details are apparent in Table 5.2. Remittances 
continue to show declining trends. 

Table 5.2 has been prepared especially to analyze 
remittances from various destinations, namely 
Middle East, Europe, America and from other 
countries. The table shows a total of US$9.74 b 
remittances covering nine months (July-March 
2012). However, during full year of 2011-2012, total 
remittances were US$13.0 b. 


Policy Options 
(Solutions to BOPs Problems) 
Faced with foreign exchange constraints and heavy 


debt-service burdens, policymakers in developing 
countries are highly sensitive to the balance of 
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payments effect of direct foreign investment. They 
regard with favour foreign investment projects that 
will quickly replace imports or create exports so 
as to provide the foreign exchange necessary to 
finance the external transfer of earnings and factor 
payments. 

In order to correct our balance of payments 
disequilibrium, we have to make our exports 
more elastic as also to reduce the rate of inflation. 
Imports of luxury items need drastic reduction. The 
import of raw materials which are available in the 
country may be disallowed. The export surplus can 


be increased by greater production. The existing 
trade gap with other countries can be reduced by 
increasing bilateral trade. High-quality exportable 
goods should be produced at competitive cost for 
capturing foreign markets. Reduction in export 
duties, allowing incentives to the exporters on non- 
traditional goods, payment of export rebates can 
substantially boost our exports. The establishing of 
joint ventures need encouragement for production 
of exports goods through which substantial foreign 
exchange can be earned for the country. 


Table 5.2 Workers’ Remittances 


Years Middie East Europe 
1972-73 34.74 74.12 
(25.54) (54.5) 

1977-78 938.39 102.9 
(81.15) (8.9) 

1982~83 2,408.44 225.89 
(83.46) (7.83) 

1987-88 1,418.51 279.97 
(70.48) (13.92) 

1990-91 1,234.84 233.95 
(66.81) (12.66) 

1991-92 985,03 186.4 
(67.12) (12.7) 

1992-93 1,097,098 169.84 
(70.22) (10.87) 

1993-94 1,070.90 141.92 
(74.08) (9.82) 

1994-95 1,440.00 151.00 
(77.19) (8.09) 

1995-96 1,053.00 148.00 
(72.07) (10.13) 

1996-97 1,034.00 125.00 
(73.34) (8.86) 

1997-98 1,092.00 123.00 
(73.29) (8.26) 

1998-99 641 91 
” 9001-2002 1,071 172 
2006-2007 26.29 529 
2007-2008 3325 561 
2008-2009 4452 732 
2011-2012 (July-March) 5896 1229 


Sources: Pakistan Economic Survey, 2008-2009, Table 8.9, p. 70. 


(USS millions) 

America Others Total 
12.1 15.04 136.00 
(& 9) (11.06) (100) 
58.22 56.82 1,156.33 
(5.03) {4.92} (100) 
140.51 110.83 2,885.67 
{4.87} (3.84) (100) 
188.21 125.91 2,012.60 
(9.35) (6.25) (#00) 
201.49 178.01 1,848.29 
(10.9) (9.63) (100) 
150 135.85 1,467.48 
(10.92) (9.26) (100) 
158 129.98 1,562.24 
(10.58) {8.33} (100) 
122 104.66 1,445.56 
(8.86) (7.24) (100) 
t41 128.00 1,865.00 
(7.82) (6.90) (t00} 
142 172.00 1,461.00 
(10.13) (7.67) (100) 
146 101.00 1,410.00 
(10.64) (7.16) (100) 
166 105.00 1,490.00 
(13.44) {7.04} {100) 
82 246 1,060 

(7.56) 
779 358 2,388 
(32.38) 

1460 846 68.24 
1762 843 97.31 
1738 431 ci 
1724 887 9736 
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Reducing the balance of payments deficit 
depends on our rapid industrial production and 
the quality of our products. We need to fully utilize 
the idle capacity of our engineering industries. For 
modern technology, industrial production is of 
paramount importance. 

The system of floating exchange rates can also 
correct the adverse balance of payments, because 
they automatically change in such a way as to 
correct a balance of payments disequilibrium. 
Since floating rates are determined by the factors of 
supply and demand, they can restore equilibrium 
by taking advantage of the comparative cost of 
production of the goods traded. Due to cheap rate 
of Pakistani exportable goods, foreign buyers will 
preferably purchase Pakistani products creating a 
favourable balance of payments. Improved methods 
of economy have to be used for the maintenance of 
our foreign reserves. 

Increasing the exports of agricultural and other 
local products can open new vistas of employment. 
We can import advanced technology for increasing 
home production. Even joint ventures with friendly 
countries can prove very effective in bringing more 
economic benefits. There is need to realize that 
Gur export potential must assimilate advanced 
technology from the West. 

Pakistan’s export policy should encourage the 
export of manufactured products, particularly 
engineering goods. Pakistan must reduce its 
traditional commodity exports and instead 
encourage the export of engineering industries. 
This is possible if the raw materials imported by 
€xport-oriented industries are exempted from sales 
and excise duties, exporters are given more tax 
Concessions and allocations of important inputs 
are allowed on concessional rates. The restrictions 
of quota system in respect of cotton textiles must 
be abolished as they hinder our export promotion 
efforts inside and outside the country. 

When a country’s receipts are less than payments 
Or its balance of payments is in deficit, it must 
draw on the past accumulated balance kept as a 
reserve in a foreign country, or it may float loans 
in foreign countries for a short or long period to 
“Over the deficit, When a country is living beyond 
tS means, or its imports are in excess of exports, 
these are other reasons for balance of payments 

's€quilibrium. In case an adverse balance becomes 


chronic, the country concerned must take drastic 
measures to rectify it. 


FOREIGN EXCHANGE 
CURRENCY ACCOUNTS 


On 23 February 1991, the Government of Pakistan 
started the scheme of Resident Foreign Currency 
Accounts. Resident Pakistanis, including firms and 
companies, could now maintain foreign currency 
accounts in Pakistan on the same basis as non- 
residents. Those holding such accounts were now 
allowed to obtain rupee loans against their foreign 
currency account balances. Limits on the amounts 
allowed to be kept in bank accounts abroad by 
residents had been removed. 

The overseas Pakistanis felt much relieved to have 
a foreign currency account in the bank rather than 
to remit it through banking channels. The foreign 
currency account gives a much better return because 
of constant fall in Pakistani rupee. Above all, the 
deposit in the foreign exchange currency belongs 
to the account holder which can be withdrawn on a 
24-hour notice. 

One of the major purposes of opening foreign 
currency accounts is to tackle the problem of 
decrease in foreign remittances. Foreign remittances 
are a major source of foreign exchange earnings and 
occupy a significant place in financing the import 
bills of the country. But unfortunately, as discussed 
earlier in this chapter, these remittances after 
reaching a peak level of US$2.9 billion in 1982-83 
started declining. In July-April 2003-2004, the 
workers’ remittances amounted to US$3,211 million. 
Thus, among other measures, the scheme of foreign 
exchange currency accounts was started in order to 
correct the BOPs disequilibrium. 

Following the 28 May 1998 decision to freeze 
foreign currency accounts that caused a crisis of 
confidence, the Pakistani currency depreciated 
considerably. Confidence could be restored only 
after a regime change and resumption of foreign aid. 
That is why, in recent times, workers’ remittances 
have registered substantial growth. 

Based on the Statistical Bulletin released by State 
Bank of Pakistan in September 2012, Gold and 
Foreign Exchange Reserves on hand as on 31 July 
2012 were US$15.95b. 
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Financial Sector 


Economic development can be achieved in two 
ways; firstly, by using existing the resources more 
effectively but without any change in production 
methods and secondly by utilizing already employed 
resources in better ways. The question that arises 
is how the monetary and banking systems can 
facilitate the economic development process. It can 
help by keeping the aggregate demand in proper 
balance with the supply of those resources which are 
responsive to monetary demand. Monetary policy 
and the banking system contribute to the economic 
wealth of the country. 

Thus, a well developed monetary sector is a pre- 
requisite for the development of an underdeveloped 
country like Pakistan. In the following pages, we will 
discuss this sector and how it evolved in Pakistan. 


BANKS 


Banks are financial intermediaries. The role of a 
financial intermediary is to sell its own obligations 
and to buy the obligations of others. By endowing its 
obligations with attractive features, an intermediary 
can sell its obligations at a higher price than it has 
to pay for the obligations it buys. In other words, 
it can market its obligations at a lower interest rate 
than it can command on the obligations it buys. 
The spread between the interest rate it pays on 
its own obligations and the one it receives on the 
obligations of others, constitutes the margin from 
which the other expenses of doing business must 
then be deducted. The net profit after these other 
deductions represents the return to the shareholders 
for their participation in the activity of a financial 
intermediary, 


ee 
1. The Negotiable Instrument Act (1881), Section (3)b. 


Definition 


A bank is an institution transacting the business of 
accepting, for the purpose of lending or investment, 
of deposits of money from the public, repayable on 
demand or otherwise, and withdrawable by cheque, 
draft order or otherwise and includes any post office 
saving bank’! 

There are different kinds of banks, ie. central 
bank, commercial banks, exchange banks, industrial 
banks, etc., but for our purpose we will consider 
only central and commercial banks. 


CENTRAL BANKING 


A central bank is responsible for the monetary 
policy of the country in which it operates. 


Definition 


A central bank is an institution which is responsible 
for safeguarding the financial stability of the country. 
It holds the ultimate reserves of the nation, controls 
the flow of purchasing power, either in the form of 
credit or currency and acts as bankers to the state. 


THE STATE BANK OF PAKISTAN (SBP) 


The SBP is the central bank and was established 
on 1 July 1948 under the State Bank of Pakistan 
Order, 1948. The present structure, operation and 
authority of the State Bank is based upon the State 
Bank of Pakistan Act, 1956, according to which the 
State Bank is charged with regulating the monetary 
and credit systems of Pakistan and foster its growth 


SSS 
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in the best national interest with a view to securing 
monetary stability and fuller utilization of the 
country’s productive resources. The State Bank thus 
combines orthodox central banking functions with 
well-recognized developmental roles. 

According to Section 4 of the State Bank of 
Pakistan Act, 1956, there was a mixed ownership 
wherein 51 per cent of the share capital of Rs.3 
crores was held by the Federal Government and 
49 per cent by private sector. However, following 
its nationalization in January 1974, the Federal 
Government assumed ownership of all privately 
held shares on payment of compensation. 

The general superintendence and direction of the 
affairs and business of the Bank are vested in Central 
Board of Directors, comprising of a Governor, one 
or more Deputy Governors and seven Directors 
nominated by the Federal Government. Except for 
a Government Director, no members of Federal 
and Provincial legislatures, salaried Government 
officials, an officer or employee of any bank and 
a director of another bank can be a director. The 
directors hold their office as long as the Federal 
Government so desires. The law requires that 
Central Board of Directors must hold at least six 
meetings every year and at least one meeting every 
quarter; and a Director loses his office if he absents 
himself from three consecutive meetings of the 
Central Board without leave. 

Sections 9 to 16 of the State Bank of Pakistan 
Act, 1956, have prescribed its management. The 
Chief Executive of the Bank is the Governor who 
is assisted by one or more Deputy Governors, both 
of whom are appointed by the Federal Government 
for a term of five years, but they are eligible for 
fCappointment at the expiry of their respective 
tenures, The salary and other terms and conditions 
of their service are determined by the Federal 
Government, but these cannot be varied to their 

isadvantage after appointment. 

A member of Federal or Provincial legislature, an 
€mployee of the Federal or Provincial governments, 
* Person who draws his salary from public funds, an 
Officer, or a Director, or employee of another bank or 
ofa financial concern, a person having an interest as 
4 shareholder in any bank or financial institution are 

‘neligible to hald the office of Governor or Deputy 
Governor of the State Bank of Pakistan. 


As the Chief Executive of the Bank, the 
Governor is required to devote his whole time to 
the affairs of the State Bank of Pakistan. In this 
capacity he not only has to contral and direct the 
affairs of the Bank on behalf of the Central Board 
but has also to preside over the meetings of the 
Central Board. 


Functions 


As the Central Bank of the country, the functions 
of the State Bank of Pakistan have been defined in 
Chapter IV of the State Bank of Pakistan Act, 1956, 
according to which it carries out the following 
functions: 

1. Bank of Issue. The necessity of maintain- 
ing uniformity in currency circulation and 
meeting the legitimate currency requirements 
of business and the general public, the 
privilege of issuing currency or bank notes 
in a country has been with its central bank 
almost everywhere in the world. In this 
capacity, Section 24 of the State Bank of 
Pakistan Act, 1956, had declared that State 
Bank of Pakistan has the sole authority for 
the issue of bank notes which are legal tender 
in Pakistan under Section 25 of the Act. The 
Government of Pakistan has retained with 
it the prerogative of issuing the metallic 
currency. The responsibility of issuing bank 
notes of the denomination of Rs. 10, 20, 
50, 100, 500, and 1000 has been entrusted 
to the Issue Department of the State Bank. 
The State Bank of Pakistan Act, 1956, has 
also laid down that the issue of bank notes 
should be backed by a proportional reserve 
system, at least 30 per cent of which should 
be maintained in the form of gold coins, gold 
bullion and approved foreign exchange. The 
gold in the Issue Department is valued at IMF 
parity. 

At present, the State Bank of Pakistan is 
maintaining three offices of issue at Karachi, 
Lahore and Peshawar and a number of 
currency chests all over the country. These 
currency chests are maintained by the offices 
of the National Bank of Pakistan or by the 
Treasury Offices. 


me i das 
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2. Banker to the Government. Like any other 


central bank, the State Bank of Pakistan fulfils 
the functions of the banker to the central and 
the provincial governments as mentioned in 
Section 21 of the State Bank of Pakistan Act, 
1956. It accepts deposits of cash, cheques or 
drafts drawn on other banks; it supplies the 
government with the cash required for salaries 
and wages and other cash disbursements. 
It also debits the government account with 
the amount of cheques and vouchers drawn 
by them and presented for payment by the 
beneficiaries, in addition to the transferring 
of government funds from one account 
to another or from one place to another, 
No interest is paid on the cash balance 
maintained for the government by the State 
Bank of Pakistan; and whenever necessary the 
State Bank advances money to the government 
without any collateral security, but repayable 
not later than three months. 


. Adviser and Agent to the Government. The 


State Bank of Pakistan performs numerous 
services as agent and adviser to the central 
and provincial governments as mentioned 
in Section 17 of the State Bank of Pakistan 
Act, 1956. It makes recommendations on 
economic, financial and monetary matters 
like agricultural credit, industrial finance, 
exchange control, mobilization of savings, 
and planning and development etc. In order 
to fulfil these obligations, the State Bank has 
established the necessary machinery to keep 
the related statistical and other information 
available. 

Under Section 23 of the State Bank of 
Pakistan Act, 1956, it acts as the government's 
agent for exchange control and under Sections 
24 and 18 it receives subscriptions for govern- 
ment loans and payment of interests on the 
national or provincial debts and issue and 
discounting of Treasury Bills etc. 


- Bankers’ Bank. According to Section 36 of 


the Act, the State Bank of Pakistan is also the 
bankers’ bank and the lender of the Jast resort. 
In order to secure at least a minimum of the 
advantage of centralized cash reserve, and 
in order to strengthen the general financial 
position of the central bank and its capacity 


to control the credit in the common interest, 
it is obligatory for all the scheduled banks 
in Pakistan to maintain with the State Bank 
a minimum reserve of 5 per cent of their 
demand and time liabilities. Under Section 17 
of the Act, the State Bank is also authorized to 
purchase, hold and sell shares and debentures 
of any banking company or of any corporation 
financing agricultural or industrial develop- 
ment in Pakistan. 

In return, the scheduled banks are entitled 
to rediscount facilities from the State Bank 
against government securities, 90 days 
maturity trade bills and agricultural biils. 


. Controller of Credit. Since credit plays a 


predominant part in the settlement of all kinds 
of monetary and business transactions, the 
State Bank of Pakistan Act confers extensive 
powers on the central bank of Pakistan as the 
Controller of Credit, 

section 17 of the State Bank of Pakistan 
Act, 1956, has empowered the State Bank to 
formulate and execute policies to promote the 
expansion of banking and credit facilities in 
Pakistan. Under Section 9 of the Act, the Bank 
has the legal obligation of maintaining expert 
staff to study various aspects of agricultural 
and industrial credit so that when the Federal 
and Provincial Governments, cooperative 
banks, and other banking institutions consult 
the Bank, necessary guidance is provided to 
them. In this context the Bank established a 
‘Rural Credit Fund’ in 1961, which is credited 
by the appropriations from the profits of the 
Bank in accordance with Section 17-A of the 
Act. 

In addition to the conventional instruments 
of credit control such as bank rate and 
open-market operations under Sections 22 
and 23 of the Act, the State Bank has been 
using other weapons also such as credit 
rationing, regulation of margin requirements, 
lowering or raising of minimum cash reserve 
and ‘direct action’ in the form of coercive 
measures against any offending bank or any 
other financial institution. In addition, under 
Sections 27 and 28 of the Banking Ordinance, 
1962, the State Bank has been given the sole 
authority to process applications from banks 





for opening new branches or for changing the 
location of the existing ones. Under Section 
35 of the Act, the State Bank can prohibit an 
unsound bank from accepting fresh deposits 
(as it recently did in case of Mehran Bank) and 
it can move to a court of Jaw for liquidation 
of a bank which fails to fulfil various legal 
requirements. 

6. Exchange Control. The foreign exchange 
control in Pakistan is exercised under the 
Foreign Exchange Regulation Act, 1947 and 
the authority to control has been vested with 
the State Bank under Sections 17 and 23 of the 
State Bank of Pakistan Act, 1956, and Sections 
3 and 4 of the Foreign Exchange Regulation 
Act, 1947. 


The State Bank, therefore, exercises full control 
on both the visible and invisible payments to and 
from the country, such as exchange for business, 
travel, medical treatment, education etc. while, on 
the other hand, it ensures that all foreign exchange 
receipts are accounted for and surrendered to the 
authorities, 

As the agent of the government, the State 
Bank issues licences to other banks to function as 
authorized dealers in foreign exchange, subject to its 
directions. As the custodian of foreign exchange, it 
exercises full control over the movement of capital 
from and to the country, and also maintains Export 
Price Check on certain export commodities like 
cotton and rice to safeguard against the possibility 
of their under invoicing. 


What the SBP cannot do? 


Section 20 of the State Bank of Pakistan Act, 
1956 prohibits the State Bank of Pakistan from 
undertaking the following business: 

1. To engage in trade or otherwise have a direct 
interest in any commercial, industrial or other 
undertaking except such interest as it may 
acquire in the satisfaction of any of its claims 
but such interest shall also be disposed of at 
the earliest possible moment; 

- To purchase its own shares or the share of any 
other bank or company or grant advances or 
loans upon the security of any such shares; 


i 


eg rer 
L. State Bank of Pakistan, Annual Report 1992-93, p. 72. 
2. Pakistan Economic Survey 2001-2002, op. cit., p. 89. 
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3, To advance money on the mortgage or on the 
security of immovable property or documents 
of titles relating thereto; 

4. To become the owner of any immovable 
property except when ownership is necessary 
for the use of the Bank; 

5. To make unsecured advances or loans; and 

6. To draw or accept bills payable otherwise than 
on demand. 


SBP’s ROLE IN 
ECONOMIC DEVELOPMENT 


The role of SBP is not confined to the regulation 
of overall supply of credit in the country. Its aim 
is to create a machinery which helps in mobilizing 
domestic sources. These resources are directed to 
productive channels, helping in the establishment 
of specialized financial institutions for carrying out 
development programmes in various sectors of the 
economy, holding the price line, increasing employ- 
ment and maintaining equilibrium in the balance of 
payments. The role of the State Bank is, therefore, 
promotional and developmental. The State Bank 
of Pakistan, since its establishment in July 1948, 
has taken the following measures for promoting 
economic development in the country: 
1. Growth of Banking System. 
At the time of partition, there were only 
two Muslim scheduled banks, Habib Bank 
Limited and Australasia Bank, operating in 
Pakistan. The State Bank immediately, after its 
establishment in 1948, took up the herculean 
task of building up a sound banking system in 
the country. It started with the establishment 
of the National Bank of Pakistan in 1949. 
Since then, the total number of branches of all 
scheduled banks, both Pakistani and foreign, 
increased to 7,756 at the end of June 1993.' 
By 31 March 2002, this number decreased to 
6,926.2 These banks are playing a prominent 
role in the mobilization of savings in rural 
and urban areas and disbursing credit for 
promoting development in the country. 


2. Assistance to Specialized Financial Institutions. | 
The State Bank of Pakistan is providing 
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assistance to specialized financial institutions 
for enabling them to extend adequate finance 
to different sectors of the economy. The loans 
are given to the Agricultural Development 
Bank of Pakistan (ADBP) for financing 
seasonal agricultural operations and for 
development of agriculture. The House 
Building Finance Corporation (HBFC), 
industrial Development Bank of Pakistan 
(IDBP), and Federal Bank of Cooperative also 
get financial assistance from the SBP. 


- 


Monetary and Credit Policy. 

The Bank pursues a monetary policy which 
aims to (a} check inflationary pressure, and 
(b) ensure adequate availability of bank 
finance for productive activities in general and 
the priority sectors in particular. 


4. Export Finance Scheme. 
Under the State Bank Finance Scheme, the 
banks provide finance to the exporters on 
concessional rates.’ The re-finance, in turn, 
is provided by the State Bank at zero rate of 
interest. The penal interest has been replaced 
by system of fines from 1 January 1985. 


5. Credit Targets for Priority Sectors. 
The State Bank gives targets to commercial 
banks for providing small loans in the fields 
of business, industry, agriculture, housing etc. 
every year under its annual credit plan. The 
prescribing of credit target for priority sectors 
has greatly helped in raising production. 


6. Islamization of Financial System. 

As a part of the government policy, the State 
Bank of Pakistan has prepared and imple- 
mented a programme of Islamic modes of 
financing, from 1 July 1985. All financing and 
loaning operations of the banks conform to 
the Islamic system. The non-bank financial 
institutions like the, NIT, HBFC, have also 
converted the entire investment operations to 
an interest free basis, 


7. Establishment of Banking Publicity Board. 
The State Bank initiated to set up Banking 
Publicity Board in 1959 for developing 
banking habit among the people and for 
mobilization of savings in the length and 
breadth of the country. 


8. Training Scheme. 
The State Bank started a training scheme 


for imparting banking knowledge to the 


persons working in the banks and to those 
who are to adopt banking as their profession. 
The training scheme was a success and it 
produced a large number of trained bankers 
and financial experts for the various banking 
concerns. 


SBP AUTONOMY 


The traditional central banking functions include 
regulation of currency supply, serving as fiscal agent 
and adviser of the government, management of 
public debt, custody of cash reserves of commercial 
banks, acceptance of the role of lender of last resort 
in the money market, settlement of clearing balances, 
and control of credit in accordance with the needs 
of the economy. In addition to these traditional 
functions, it has also been assigned the duty of 
promoting economic development. The State Bank 
of Pakistan thus combines the traditional central 
banking functions with an explicit development role. 
However, its crucial role is to achieve and maintain 
domestic and external monetary stability. 

History reveals that without legal independence, 
the central banks cannot ensure effective fulfilment 
of the above mentioned functions. The independence 
of a central bank is intended to keep a very crucial 
function, namely the management of country’s 
liquidity supply, away from the reach of desperate 
Finance Ministers and politicians seeking short- 
term advantages by avoiding the difficult job of 
mobilizing non-inflationary resources through 
additional taxation and other revenue enhancing 
measures. The legal independence of the central 
bank is thus primarily relevant for preserving 
monetary stability, 


a en ey a 
3, Rate of interest charged on export finance was 11 per cent but on 21 March 1994 the SBP announced that the new rate will be 


e12 per cent, thus increasing cost of export credit by 1 per cent. 














In Pakistan, the experience of history conclusively 
demonstrates that political forces operating on the 
State Bank of Pakistan have rendered the task of 
maintaining stability in the internal and external 
value of the rupee extremely difficult. In terms of 
official statistics, consumer prices since 1949-50 
have increased over fifteen fold. In regard to external 
value, the rupee-US dollar rate has depreciated from 
Rs. 3.33 to Rs. 30.05. 

A legally autonomous role for the State Bank 
is not only required for sound management of 
liquidity in the economy, but is also necessary to 
enable it to efficiently monitor and regulate the 
financial sector without being under cut by political 
considerations. We have an unfortunate tradition 
of ‘political profiteering’ from the operations of 
the political system which has not only adversely 
affected its performance but also lowered its public 
image. The inability of the State Bank to exercise 
effective checks on the political and business abuse 
of the financial system is largely responsible for the 
massive dimensions of the non-performing or ‘sick 
loans of banks and development finance institutions 
(DFIs). According to recently released information, 
the amount in default is Rs. 82 billion. 

In view of the foregoing, the two ordinances 
promulgated by the President of Pakistan on 
6 October 1993, namely the State Bank of Pakistan 
(Amendment) Ordinance, and Banking Companies 
(Amendment) Ordinance were long overdue. These 
are designed to endow the State Bank with greater 
authority and provide a better regulatory framework. 
The Ordinance invests the Central Board of the State 

Bank with wide powers to regulate and supervise the 
Monetary and credit system with a view to securing 
Stability while keeping in view the national policy 
objectives of the government. The Board will be 
Presided over by the Governor and shall have as its 
Members aside from Secretary, Finance Division, 
Government of Pakistan, seven directors including 
One from each province with due regard to ensuring 
Tepresentation of the banking and industrial sectors. 

The Board will determine the limit of credit to be 
€xtended to the federal government and provincial 
GOvernments. This is a change of profound signifi- 
“ance. Hitherto, the State Bank was powerless in the 
Matter of determining the dimensions of budgetary 
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support to the government. It is hoped that with 
State Bank determining the credit limits for the 
federal and provincial governments, the magnitude 
of the overall fiscal deficit would be brought down 
from 7.8 per cent of GDP in 1992-93 to about 5 
per cent of GDP in a couple of years. The new State 
Bank Ordinance further strengthens the central 
bank by empowering it to change reserve require- 
ments for commercial banks and set liquidity ratios 
without reference to the government. Furthermore, 
the State Bank is to tender advice to the federal 
government on monetary policy and its interaction 
with fiscal and exchange rate policy as well as to 
analyze and report to government on the impact 
of the policies being followed on the state of the 
economy. 

Under the Banking Companies (Amendment) 
Ordinance, the FDIs have also been brought under 
the regulatory supervision of the SBP. This should 
facilitate sound management of liquidity in the 
economy as well as ensure a ‘level playing field’ 
for different types of financial institutions in the 
country. 

The legal autonomy of the SBP does not, 
however, imply that it would not have a close 
working relationship with the government. The legal 
autonomy is only for the purpose of insulating the 
management of central banks’ operations from the 
political side of the government and to ensure that 
the central bank can act as a formidable obstacle to 
the misuse of monetary instrument.‘ 

The Government of Pakistan granted full auto- 
nomy to the State Bank of Pakistan in 1997. 


COMMERCIAL BANKING 
IN PAKISTAN 


Commercial banks are companies ‘which transact 
the business of banking in Pakistan. The companies 
operate in accordance with the provisions of the 
Banking Companies Ordinance, 1962, Section 5(b) 
that states, ‘Banking means the accepting for the 
purpose of lending or investment, of deposits of 
money from the public, repayable on demand or 
otherwise, and withdrawable by cheques, drafts, 
order or otherwise. 


es ee 
4. Aftab Ahmad Khan, Legal Autonomy for State Bank, Pakistan and Gulf Economist, No. 43, 23-29 October 1993, pp. 21-23. 
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Commercial banks in Pakistan have been author- 
ized to engage in any one or more of the following 
forms of business in accordance with Section 7 of 
the Banking Companies Act, 1956: 

1. The borrowing, raising or taking up of 
money; the lending or advancing of money 
either upon or without security; the drawing, 
making, accepting, discounting, buying, 
selling, collecting and dealing in bills 
of exchange, hhundees, promissory notes, 
coupons, drafts, scrips and other instru- 
ments, and securities whether transferable 
or negotiable or not; the granting and 
issuing of letters of credit; traveller’s cheques 
and circular notes; the buying, selling and 
dealing in bullion and scrips; the buying and 
selling of foreign exchange including foreign 
bank notes; acquiring, holding, issuing on 
commission, underwriting and dealing in 
stock, funds, shares, debentures, debenture- 
stock, bonds, obligations, securities and 
investment of all kinds; the purchasing and 
selling of bonds, scrips or other forms of 
securities on behalf of constituents or others; 
the negotiating of loans and advances; the 
receiving of all kinds of bonds, scrips or 
valuable on deposits or for safe custody 
or otherwise; the providing of safe deposit 
vaults; the collecting and transmitting of 
money and securities; 

2. Acting as agents for any government or 
local authority or any other person or 
persons; the carrying on of agency business 
of any description, including the clearing 
and forwarding of goods, giving of receipts 
and discharges, and otherwise acting as 
an attorney on behalf of customers, but 
excluding the business of a managing agent 
or treasurer of a company; 

3. Contracting for public and private loans and 
negotiating and issuing the same; 

4. The effecting, insuring, guaranteeing, under- 
writing, participating in managing and 
carrying out of any issue, public or private, 
government, municipal or other Joans or of 
shares, stock, debentures, or debenture-stock 
of any company, corporation or association 
and the lending of money for the purpose of 
any such issue; 


5. Carrying on and transacting every kind of 
guarantee and indemnity business; 

6. Managing, selling, and realizing any property 
which may come into the possession of the 
company in satisfaction or part satisfaction 
of any of its claims; 

7, Acquiring and holding and generally dealing 
with any property or any right, title or 
interest in any such property which may 
form the security or part of the security 
for any loans or advances or which may be 
connected with any such security; 

8. Undertaking and executing trusts; 

9, Undertaking the administration of estates as 
executor, trustee or otherwise; 

10. Establishing and supporting or siding in the 
establishment and support of associations, 
institutions, funds, trusts, and conveniences 
calculated to benefit employees or ex- 
employees of the company or the dependents 
or connections of such persons; granting 
pensions and allowances and making 
payments towards insurance; subscribing 
to or guaranteeing moneys for charitable or 
benevolent objects or for any exhibition or 
for any public, general or useful object; 

11. The acquisition, construction, maintenance, 
and alteration of any building or works 
necessary or convenient for the purposes of 
the company; 

12. Selling, improving, managing, development, 
exchanging, leasing, mortgaging, disposing 
of or turning into account or otherwise 
dealing with all or any part of the property 
and rights of the company; and 

13. Any other form of business which the 
Federal Government may, by notification 
in the official Gazette, specify as a form of 
business in which it is lawful for a banking 
company to engage. 


It means that the above mentioned services of the 
present-day banks can be categorized as under: 
(a) Agency services. 
(b) General utilities services. 
(c) Underwriting of loans raised by the govern- 
ment or public bodies and trading by 
corporations. 








(d) Providing specialized services to customers. 
(e) Helping Haj pilgrims in submission of their 
applications and other State Bank matters. 


Commercial banks have constituted the most 
important source of institutional credit in Pakistan's 
economy. Being the largest deposit institution and 
the main source of short-term credit, commercial 
banks form the central pivot of the financial 
activities in Pakistan. Section 37(2a) of the State 
Bank of Pakistan Act, 1956, lays down that the 
banks having a paid-up capital and reserve of 
not less than Rs.5 lacs and fulfilling certain other 
requirements may be declared as ‘scheduled banks. 
Since all these banks meet all the requirements they 
are ‘scheduled banks. 

At the time of Independence in 1947, the banks 
services were badly affected and by 30 June 1948 
the number of offices of scheduled banks was only 
81 in the territories now comprising Pakistan. 
By 31 December 1973, there were 14 scheduled 
Pakistani commercial banks with 3,323 offices all 
over Pakistan and 74 offices in foreign countries: 
National Bank of Pakistan 
Habib Bank Limited 
Habib Bank (Overseas) Limited 
United Bank Limited 
Muslim Commercial Bank Limited 
Commerce Bank Limited 
Standard Bank Limited 
Australasia Bank Limited 
9. Bank of Bahawalpur Limited 
10. Premier Bank Limited 
11, Pak Bank Limited 
12. Sarhad Bank Limited 
13. Lahore Commercial Bank Limited 
14. Punjab Provincial Cooperative Bank Limited 


ON AM WN 


These facts shows that commercial banking has 
made a tremendous progress and achieved a 
phenomenal growth since independence and that 
the commercial banks have duly played a vital role 
as the mobilizer of people's savings to constitute the 
Most important source of financing in the country’s 
economy. However, it was felt that these banks failed 
to ensure that the resources so mobilized by them 
flow in those sectors of economy where they would 
Produce the goods and services needed badly by a 
very large number of people in Pakistan. 
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NATIONALIZATION 


In the initial years, the primary need was to create 
and establish a banking system. The question of 
control and reform could arise only after a national 
banking system had come into existence. 


1. Credit Enquiry Commission 


Once a banking system was established and after 
some progress had been made in the establishment 
of a credit structure, the need for its evaluation 
was clearly recognized and a Credit Enquiry 
Commission was appointed in February 1959. 
CEC was required to study credit problems and 
suggest measures for its improvement. CEC report 
suggested that system, as yet, was not satisfactory. 
Banks did not pay attention to small! farmers. 
Agriculture sector, small industry and cottage 
industry were ignored. Influential people destroyed 
the cooperative credit system by taking away loans. 
For the betterment of the credit structure 
in Pakistan, the CEC laid down four principal 
guidelines for reforms and future policy for- 
mulation: 

(a) Firstly, credit must percolate to the 
productive sectors of the economy to 
increase production. 

(b) Secondly, credit policy must work in the 
direction of promotion of small and medium 
scale enterprises in every sector of the 
economy. 

(c) Thirdly, extension of credit. facilities to 
neglected sectors. 

(d) Fourthly, to avoid inflation, savings were 
necessary for credit expansion. 


2. Credit Committee 


Only a few years after the publication of the report 
of the Credit Enquiry Commission, a Credit 
Committee was set up in May 1962 to enquire 
whether credit was used for country’s betterment or 
not. Credit Committee found that credit magnitude 
was large enough but large borrowers, who are 
small in number, have taken the benefit and small 
borrowers, who are large in number, have been 
excluded. The State Bank was fully aware of the 
situation and, made efforts to regularize the banking 
system but the banks were indulging in many 
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unethical and unwarranted practices. In many cases, 
the banks evaded and defied the Central Bank's 
instructions. However, a full-fledged committee, 
which made a number of recommendations on 
banking system, was established by the State Bank 
in 1962, 

The State Bank took a number of measures to 
encourage term lending and introduced a refinance 
scheme for the purpose. In May 1971, through an 
amendment of Section 25 of the Banking Companies 
Ordinance, the State Bank was given a specific 
power to give directions to banking companies 
either generally or to any banking company or 
group of banking companies in particular as to the 
credit ceilings to be maintained. 


3. Banking Reforms 1972 


In these conditions, the Banking Reforms of 1972 
were undertaken. Before deciding upon the reforms 
a comprehensive and detailed evaluation of the 
performance of the banking system was undertaken 
by the State Bank and the goals for future and the 
means of achieving them were determined. 

At the same time, the efficiency and soundness 
of the banking system had to be improved and with 
a view to improving the soundness of the banking 
system many sections of Banking Companies 
Ordinance, 1962, were amended. 

In 1972, the National Credit Consultative 
Council was established under the State Bank of 
Pakistan. This NCCC prepared annual credit plan 
in light of the Annual Development Plan (ADP). 

So these banking reforms represented a truly 
significant step in the direction of improving 
the efficiency of banks and promoting a greater 
accountability of the banking system. So the effect 
of these reforms was that they indirectly gave rise 
to the general feelings that the nationalization of 
banks in the country was now not required. But 
nationalization was inevitable even after banking 
reforms because of concentration of economic 
power, therefore, banks were nationalized after 
less than two years from the introduction of these 
banking reforms. 

The new government first made ground for 
nationalization and then under Nationalization Act, 
1974 nationalized the banks on 1 January 1974. 


4, Objectives of Nationalization 


The objectives of nationalization were: 

(a) To use capital concentrated in the banks of a 
few bankers for rapid national development 
and social welfare. 

(b) To distribute credit among different classes, 
sectors and regions on equitable grounds. 

(c) To coordinate banking policy without 
eliminating competition. 


5. Important Features of the 
Nationalization Act, 1974 


The important features of nationalization of banks 
in Pakistan are given as under: 

(a) Only the Federal Government or a corpora- 
tion owned or controlled by the Federal 
Government can establish a bank. 

(b) The SBP, IDBP, PPC and all commercial 
banks incorporated in Pakistan have been 
nationalized. 

(c) All the shares in the capital of nationalized 
banks have been transferred to Federal 
Government. 

(d) The Federal Government has guaranteed 
the safety of all deposits in the nationalized 
banks. 

(e) All shareholders of nationalized banks will 
receive compensation in the form of bonds 
of the Federal Government repayable at part 
at any time within 15 years, redeemable 
according to Government programme at the 
rate of 1 per cent above bank rate. 

(f) Amount of compensation will be determined 
by government auditor who would determine 
the break-up value of shares. 

(g) All directors and chief executives are 
removed. 

(h) Superintendence and general direction vests 
in executive boards of respective banks as 
follows: 

(i) Every bank shall have an Executive 
Board consisting of a President and not 
less than two and not more than four 
other members. 

(ii) President will be the Chief Executive. 

(iii) Executive Board shall be appointed by 
the government. 











6. Pakistan Banking Council (PBC) 


The Pakistan Banking Council consisted of a 
Chairman, a Deputy Governor of SBP, an official of 
the Ministry of Finance and 3 to 5 other members. 
The Pakistan Banking Council Stands abolished. The 
functions of PBC were as under: 
(a) Making policy recommendations regarding 
bank activities. 
(b) Formulating policy guidelines for banks. 
(c} Evaluating performance of banks. 
(d) Determining the areas of coordination 
among banks. 
(e) Formulating scheme for reorganization. 
(f) Making recommendations for appointment 
of President and members of an Executive 
Board. 


This stands abolished. 


7. Reorganization of Banks 


In three phases, banks were reorganized into the 
following five big units: 

(a) National Bank of Pakistan 

(b) Habib Bank Limited 

(c) United Bank Limited 

(d) Muslim Commercial Bank 

(e) Allied Bank of Pakistan Limited 


Phase 1: was completed on 30 June 1974. The Bank 
of Bahawalpur was merged with the National Bank 
of Pakistan; Habib Bank (Overseas) Limited merged 
with Habib Bank Limited; Premier Bank Limited 
merged with Muslim Commercial Bank; Sarhad 
Bank Limited and Pak Bank Limited merged with 
Australasia Bank Limited and was renamed as Allied 
Bank of Pakistan Limited. 


Phase 2: was completed on 31 December 1974. 
Commerce Bank Limited was merged with United 
Bank Limited. 


Phase 3; was completed on 30 June 1975. Standard 
Bank Limited was merged with Habib Bank Limited. 

This has been partially disinvested to public but 
the Government of Pakistan announced that it will 
Not be privatized. 
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The story of privatization/disinvestment is as 
under: 


National Bank of Pakistan 

This has been partially disinvested to public but the 
Government of Pakistan announced that it will not 
be privatized. 


Habib Bank Limited 

Arising out of an agreement between the 
Government of Pakistan and Agha Khan Group, 
this has been privatized with no control of the 
government. 


United Bank Limited 
The government has sold its total financial interest 
in the bank to private sector. 


Allied Bank Limited 
The government has sold its total financial interest 
to private sector. 


8. Effects of Nationalization 


The results of the nationalization of the banking 
system were favourable to overall banking industry 
because the number of branches increased from 
3,397 on 31 December 1973 to 7,306 by December 
1982 and further increased to 8,130 by 30 June 1998. 
Bank deposits also increased from Rs. 19.25 billion 
in 1973 to Rs. 117.05 billion in 1982, and 1,000.72 
billion in June 1998. 

With an expanded base, banks were able to 
advance money to priority sectors like agriculture, 
small business, low cost housing, etc, 

Agriculture credit exceeded the set targets. 

After nationalization, banks established joint 
ventures with foreigners. 

Foreign branches increased from 15 in 1973 to 
95 in 1982 and 81 by June 1998. 

However, efficiency declined and the overall 
performance of banks in providing services was not 
good. A pay commission and a wage commission 
have been established to solve the employees’ 
problems and improve their remuneration in order - 
to increase efficiency. 
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PRIVATIZATION OF 
NATIONALIZED BANKS 


The succeeding government was unhappy with 
the performance of nationalized banks. The areas 
criticized were the falling standard of banking 
service. The complains about the services like delay 
in home remittances, despatch of cheques, drafts, 
inefficient counter services, overstaffing, bad debts, 
militant unionism of the banks etc., were on the 
increase, 

The government decided to privatize the 
banks. A Privatization Commission was set up on 
22 January 1991. The Commission transferred 
and privatised four banks—MCB, ABL, UBL, and 
HBL—by 2004. 


New Banks in Private Sector 


The government approved and permitted the 
establishment of 17 new private banks till 30 June 
2004. More private banks are permitted to operate 
in Pakistan. On 30 June 2004, 21 private Banks were 
operating in Pakistan. There is a need to consolidate 
these into 3 or 4 big banks. 


Criteria for Setting Up New Banks 


The criteria for setting up new banks is: 

1. The proposed banks would be a public 
limited company. It should be listed on stock 
exchange. A minimum of 20 per cent of shares 
shall be offered to the public. 

2. Each bank shall have a minimum capital of 
Rs. 300 million. 

3. The banks shall at all times maintain an equity 
liability ratio of not less than 8 per cent. 

4. Restrictions have been put on directors to 
sanction loans for themselves. 

5. The banks will concentrate their branch 
network in urban areas. 

6. The banks will play an effective role in 
mobilization of savings. 

7. The banks will provide quick and efficient 
services to the customers. 

8. The new banks will be required to provide 
services for rural industries according to the 
new concessions and incentives. 

9. The SBP has to watch the private banks as 
pillars of strength for the economy. 


Evaluation of Privatization of Banks 


The policy of nationalization of banks and thereafter 
of denationalization is to be viewed with serious 
concern, The main issues involved in this policy 
are: 

Will the privatization of banks really achieve 
the much publicized objectives of (i) financial 
reforms, (ii) promoting savings and investment, 
(iii) making national economy self reliant, (iv) 
reducing concentration of wealth in a few hands, 
(v} providing innovative management, (vi) reducing 
economic efficiency, and (vii) giving optimum use 
of resources. 

If the whole situation is viewed in Pakistan's 
context, the performance of the private sector shows 
that: 

1. 1/3 of private companies are either running on 

losses or have not given dividend. 

2, Nearly 1/3 companies quoted on stock 
exchange have declared dividend below the 
bank interest rate. 

3. About 50 companies have not held their 
annual general meetings for the last 2 to 3 
years, though the situation is improving. 

4. Private sector is also charged with evading 
taxes and duties, besides pilfering of electricity, 
gas, and other liabilities. 


Problems 


Problems that are likely to be associated with 
nationalization are: 

1, The energies and resources of the private 
sector is being diverted towards purchasing of 
new banks and other public sector industries. 
Production in the country is being badly 
affected. 

2, Income earnings from public sector units will 
suffer. 

3. Strong resistance from bank and other labour 
unions is leading to strikes, go-slow tactics 
which has an adverse effect on production. 

4, Unemployment problem will be created by 
privatization as the new ownership would like 
to reduce the number of employees. 








Solutions 


Since the process of denationalization of banks 
and other units was on a large-scale, the caution 
is that it should not be completed in haste. The 
whole privatization policy needs proper planning, 
organization and effective implementation. 

The failure of BCCI has sent shock waves 
around the world. The collapse of cooperative 
credit societies in Pakistan has caused a setback 
in financial circles. Before the banks and DFI's are 
denationalized, it needs to be insured: 

1. The deposits of the people in the banks both 
private and public should have legal protec- 
tion. 

2. The State Bank will have to be vigilant in 
supervising loans of each bank. 

3. The auditors should function as watchdogs for 
shareholders. 

4, A deposit insurance scheme should cover all 
the banks and other financial institutions and 
should be made compulsory. 

5. Privatization must follow the basic rules of 
corporate finance, ie. (i) determination of an 
enterprise's price, (ii) the conduct of bidding 
itself, and (iii) the decision regarding existing 
debts by the new owners. 


COMMERCIAL BANKING—CHALLENGES 


There is a mini revolution in the financial sector 
of the economy in Pakistan. The liberalization of 
exchange control, large-scale privatization of state 
enterprises, opening up of new banks in the private 
sector, deregulation of credit controls, conversion 
to Islamic Banking, etc. have brought about radical 
changes in the banking sector. The banks are rapidly 
“quipping themselves for the new role to be played 
‘nN meeting the challenges faced by commercial 
banking, The main competition challenges faced by 
©Ommercial banking in Pakistan are as under: 

1. Change in Marketing Needs. Due to 
privatization of state owned enterprises, 
deregulation environment, free capital flow 
in and out of Pakistan, the bank will have to 
focus greater attention in meeting the market 
needs of the customers. The banks which 
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help the customers in enlarging the sale of 
their product will receive higher reward. The 
traditional role of providing trade finance only 
is now relegated to the background. 

2. Service to Customers. Only the banks which 
can provide quick, accurate, and standard 
service in the delivery of products, loans etc., 
to their customers will be a success. 

3. Regulatory Challenge. The banks shal! 
have to work within a regulatory framework 
that protects the interests of the depositors 
and ensures the provision of capital to the 
customers. 

4, Consumer Banking. The basic needs of the 
consumers such as housing, transportation 
and other durabales are not adequately 
financed by the banks. The banking sector 
Shall have to find ways to enable customers to 
benefit from the advances in technology. 

5, Challenge to New Banks in Private Sector. 
The new banks in the private sector will have 
to develop a sound funding base, attracting 
high quality management, providing high 
quality service to the customers. 


Data relating to Scheduled Banks in Pakistan as 
on 30 June 2012 are given in Table 6.1: 


Table 6.1 Banking Sector: 2011-12 


Units 
Particulars (Rs. Billion) 
Scheduted Bank Deposits 5.69 
Scheduted Bank Advances 3.31 
Non Performing Loans (a!l banks} 61.0 
Lending Rates Weighted Average 


4.51% Per annum 
13.68% Per annum 


Deposits 
Advances 


Source: Bi-Monthly: Economic Bulletin, Karachi. National Bank of 
Pakistan, Economic Research Wing (July~August 2072). 


On Karachi Stock Exchange, Banking Sector has 
been classified under two categories, namely Banks 
and Financial Services Companies. Table 6.2 shows 
some information in respect of total banking sector 
listed on Karachi Stock Exchange as on June 2012. 
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Table 6.2 KSE: Listed Banking Sector & Financial Services 
Companies 





1. Listed Companies 








Particulars Number °% of Total 
KSE Listed Companies 590 100 
Listed Banks and Financial Services 55 9 


Companies (24 + 31 = 55) 





2. Paid up Capital 



































Particulars Rs. (Billion) % of Total 

Total Listad on KSE 1,070 100 

Listed Banks and Financia! Services 412 a9 
Companies (383 + 29 = 412) 

3. Year Ending 

Particulars Number “% of Total 

June {0 + 26} 26 54 

December (24 + 5) 29 46 

Total 55 100 

4. Par Value Analysis 

Particulars Number % of Total 

Par Value 10 100 

5. Year of Listing 

Year Number % 

1978-1990 (0 + 03) 03 05 

1991-1995 (09 + 12) 21 38 

1996-2004 (05 + 06) 11 20 

2005-2010 (10 + 09) 19 35 

2011-2012 (0 + 01) 01 02 

Total 55 100 





6. Market Capitalization 


























Particulars As, (Billlon) % 
All Listed Shares 3,518 100 
Listed Banks and Financial Services 775 22 
Companies (383 + 29 = 412} 
7. Par Value Analysis 
Particulars Number % 
Below Par 32 58 
Par & Above Par 21 38 
Not Traded 02 04 
Total 55 100 
8, GDP Share 
Particulars $ (Bilan) % 
Pakistan GDP 202 100 
KSE Listed Market Capitalization 37 18 
Lisied Banks and Financial Services 0.8 3.96 


Companies Market Capitalization 
« Source: KSE Daily Quotation, 30 June 2012. 


INSURANCE 


In 1947, Pakistan had 77 insurance companies 
out of which 7 were local and 70 were foreign 
resident companies. There was no reinsurance 
nor a public sector company till 1952. In 1952, 
the Government of Pakistan established Pakistan 
Insurance Corporation as a reinsurance company 
and asked all the insurance companies to cede 10 per 
cent of all their business compulsorily to Pakistan 
Insurance Corporation. For this reason, in addition 
to other factors, 40 of these foreign companies 
wound up their business and left Pakistan. In 1993, 
there were 57 insurance companies in the private 
sector and three in the public sector. However, as 
on 17 August 1997, 38 insurance companies stood 
listed on Karachi Stock Exchange. 

The National Co-insurance Scheme (NCS) was 
formed by the government in 1955. At first, the 
NCS was run by Pakistan Insurance Corporation. 
It provided insurance services only to the insurance 
requirement of the public sector. Then in 1972, NCS 
was converted to National Insurance Corporation 
(NIC), a full-fledged corporation. NIC deals in 
direct insurance of government and public sector. 


In 1972, all life insurance business were © 
nationalized and a corporation under the name — 


of State Life Insurance Corporation (SLIC) was 
formed which consisted of 35 companies. Eastern 
Federal Union (EFU) was the largest among 
these companies. For long SLIC was the only life 
insurance company in Pakistan. But now under the 
liberalization programme of the government many 
insurance companies have been given licences to 
start life insurance business. Some of these are: 

1, Eastern Federal Union Assurance (EFU) 
. New Jubilee Insurance (NJI) 
. Metropolitan Life Insurance 
. American Life 
. Commercial Union Life Assurance 


Wom WwW NW 


Currently there are 10 foreign resident insurance 
companies, 47 local (national) insurance companies 
and 3 public sector insurance concerns. 

The insurance industry in Pakistan is dominated 
by a small number of players. The top three 
insurance companies of the country control moré 
than 50 per cent of the total premium paid. The 


biggest market in Pakistan consists of ‘accident | 
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insurance’ which accounts for 37 per cent of the 
total insurance business. It is followed closely by 
fire insurance which claims another 37 per cent. The 
remaining 26 per cent business is accounted for by 
marine business. Adamjee Insurance is the largest 
in each of the three categories. The second largest 
insurance company in each of the three sectors is 
EFU. 

Life insurance business has recently been allowed 
again by the Government of Pakistan. Premium 
from life insurance business which is collected by 
the SLIC exceeds all other categories put together 
by at least 10 per cent. The government decision 
to allow life insurance in the private sector will 
increase the market size for this type of insurance 
due to growing awareness levels. 


Major Problems 


Major problems of the insurance industry are: 

1. Compulsory insurance of 20 per cent with 
PIC. 
2. High capital gains tax. : 
3, 42 per cent tax-rate on dividend income 
whereas normally it is 10 per cent. 

. Monopoly of NIC in the public sector. 

5. Lack of trained manpower as there are no 
educational institutions imparting insurance 
related studies. 


oe 


Future Prospects 


Pakistan has a low insurance consciousness as a very 
small portion of GNP is spent on insurance. The 
Major reason for this is the low level of education 
and low industrialization. As Pakistan is marching 
towards industrialization and education level is 
increasing, insurance companies have a bright 
future. However, profit margin in this sector is 
expected to decline due to competition. Presently, 
insurance companies are very profitable and most 
of them have a negative cost of capital which means 
that loss ratio is small. 

Due to the law and order situation being very 
Volatile, vehicle insurance has become very expen- 
Sive and insurance companies are reluctant to insure 
automobiles and are charging high premiums. 

As exports and production are increasing, the 
Prospects for marine and fire insurance are very 
bright. 


The three Stock Exchanges of Pakistan, namely 
Karachi Stock Exchange, Lahore Stock Exchange 
and Islamabad Stock Exchange, now have been 
converted into limited companies. The process of 
the demutualization will continue in the future. 


OTHER FINANCIAL INSTITUTIONS 


The financial institutions are intended to speed 
up economic development by making capital, 
enterprise, and technical assistance available to the 
private sector of the economy. These institutions 
had to be established because commercial and 
cooperative banks are not in a position to provide 
medium and long-term credit to industry and 
agriculture due to the structure of their deposits and 
liabilities. A brief discussion of these institutions is 
given below. 


Pakistan Industrial Credit and 
Investment Corporation (PICIC) 


The PICIC was established in October 1957 with 
its head office at Karachi for the specific purpose 
of providing long and medium term finance to 
the private industrial sector, especially large-scale 
enterprises. Its finance takes the form of long and 
medium-term loans or share participation and 
purchase of debentures. It lends both in local as 
well as foreign currencies while the Government 
of Pakistan has provided long-term rupee fund by 
way of joan to the corporation, the World Bank has 
allowed credit in foreign currencies. The paid-up 
capital of the corporation is Rs.150 million, 63.14 
per cent of which is held by private investors, 
financial investors and financial institutions in 
Pakistan and 36.59 per cent by foreign investors. 
The foreign investors include financial institutions 
from USA, UK, West Germany, France, Japan, 
Switzerland and Italy. 3.51 per cent of the total 
paid-up capital is held by International Finance 
Corporation (IFC). 

The corporation is managed by a Board of 
Directors which consists of 20 members, of whom 
12 (including a Chairman) are elected by Pakistani 
shareholders, 5 by foreign shareholders, one by 
IFC and 2 by the Government of Pakistan. The 
corporation lends money for a period of 7 to 15 
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years, It charges interest at 8.5 per cent to 12.5 per 
cent on rupee loan and 10.5 per cent to 11.5 per cent 
on foreign currency loans, 

The PICIC prefers to finance industries based 
on local raw materials or those which are export 
oriented or would result in import savings. 


Industrial Development Bank of Pakistan 
(IDBP) 


The Industrial Development Bank of Pakistan was 
established in August 1961 under the Industrial 
Development Bank of Pakistan Ordinance, 1961, 
a5 a successor to the Pakistan Industrial Finance 
Corporation. It provides financial assistance by 
way of term loans for establishing new industrial 


units and to meet the balancing, modernization, » 


replacement and expansion (BMRE) needs of 
existing units with more emphasis on the develop- 
ment of small and medium scale enterprises in the 
private sector. It provides loans both in local and 
foreign currencies. 

. The maximum period for which the Bank lends 
is 15 years against the mortgage of industrial assets, 
scheduled bank guarantees, personal guarantees and 
cash deposits, It charges a uniform interest rate of 
1} per cent on foreign currency loans. The rate on 
local currency loans is between 3 to 4 per cent above 
bank rate. The repayment starts after the project has 
gone into operation. . 

The Bank has a paid-up capital of Rs.50 crores, 
77.7 per cent of which is held by the Government 
of Pakistan and the remaining 22.3 per cent by 
the provincial governments and other financial 
institutions which are also owned by the Federal 
Government. It is controlled by a Board of Directors 
consisting of 9 members. 

The bank was nationalized on 1 January 1974, 
The bank obtains capital from the following 
sources: 

(a) Borrowings from the Federal Government, 

(b) Borrowings from the State Bank of Pakistan 
secured by the guarantee of the Federal 
Government. 

(c) Re-discounting of bills with the State Bank 
of Pakistan. 

(d) Time deposits. 

(e) Issue and sale of bonds and debentures. 


Agricultural Development Bank of Pakistan 
(ADBP) [Now: Zarai Taragiati Bank] 


Pakistan is basically an agricultural country. 
Therefore, an institution was needed to finance 
this sector. For this purpose the Agricultural 
Development Finance Corporation was set up 
in 1951. Later on the ADBP was also established 
in September 1957 under the Agricultural 
Development Bank Act. As the functions of the 
Agricultural Development Finance Corporation 
and Agricultural Development Bank were similar. 
ie. to foster agricultural development, and since 
both were working with the capital provided 
by the government, they were merged into one 
organization known as Agricultural Development 
Bank of Pakistan on 18 February 1961. The 
authorized capital of the Bank is Rs. 40 crores and 
the subscribed capital is Rs.36 crores of which about 
95 per cent is held by the Federal Government and 
the remaining 5 per cent by the provincial govern- 
ments. 

The ADBP is managed by a 12-member Board 
of Directors. Its specific object is ‘affording credit 
facilities to agriculturists and persons engaged in 
cotton industries in the rural areas and for matters 
connected therewith. The Bank is authorized to 
advance short-term loans repayable within 18 
months, medium-term loans to be repaid between 
18 months to 5 years and long-term loans for 
periods exceeding 5 years. The Bank charges interest 
at 12 per cent. The ADBP has been converted into 
an autonomous body and now it is known as Zarai 
Taragiati Bank. 


Investment Corporation of Pakistan (ICP) 


The Investment Corporation of Pakistan was 
established in February 1966 in order to broaden 
the base of investments and to develop the capital 
market. 

The corporation seeks to fulfill its objectives 

through the following: 

(a) It underwrites the new issues of securities 
and debentures to enable the entrepreneurs 
to meet the equity and credit gap in the 
financing of projects. 

(b) It opens and maintains investor's accounts 
in order to promote share-mindedness in 
general public. 








(c} Close end mutual funds are floated. 

(d) Shares are brought and sold in the stock 
market at appropriate times so that the share 
values are stabilized. 


The affairs of the ICP are supervised by a 11-member 
Board of Directors. The authorized capital of the 
ICP is Rs. 20 crores, The ICP has provided financial 
assistance to many public limited companies by 
underwriting the public issue of their- shares and 
debentures. It has also provided bridge-finance 
through consortia. The corporation's investors 
scheme and debenture investment scheme have 
provided opportunities to investors on one hand 
while these schemes made available the much 
needed funds to the corporation for financing 
various projects, 

In 2002, ICP was wound up and its closed end 
mutual funds were privatised. 


Small Business Finance Corporation (SBFC) 


The SBFC was established in 1972 with an authorized 
capital of Rs.100 million. Its paid-up capital is 
Rs.70 million which is subscribed by the Federal 
Government, SBP and all the five nationalized 
commercial banks. It is managed by the Board of 
Directors comprising of seven members. 

The major objective of the corporation is to 
finance cottage and small-scale industries, small 
business enterprises and artisans engaged in any 
productive activity. The period of loans ranges 
between three and five years but it may be extended 
up to eight years depending upon the specific 
problems of the industry, trade or business. The 
Operations of the loans are on profit sharing system 
as the interest based system has been done away 
With since July 1980. This has now converted into 
SME Bank. 


House Building Finance Corporation (HBFC) 


The House Building Finance Corporation was set 
Up in November 1952 under the House Building 
Finance Corporation Act (Act XVIII of 1952) for the 
Purpose of financing the construction of houses. The 
affairs of the corporation are managed by a Board 
of eight directors. 

The authorized capital of the corporation is 
Rs. 125 million fully paid by the Federal Government. 
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The HBFC advances long-term loans repayable in 15 
years by way of monthly instalments which include 
the principal as well the return. 

After the amendments in the House Building 
Finance Corporation Act in 1973, it has been 
authorized to extend its facilities to rural areas 
as well. The loan can be made available for the 
purchase of new house and the loan limit has been 
raised to Rs. 100,000 million. The loans carry the 
different rates of return, according to the borrowed 
amount. 


Expansion of Housing Finance 


One of the new trends in the House Building and 
property development sector is that the provision of 
loans is not confined to the House Building Finance 
Corporation but that banks and financial institutes 
have entered the market. Both private and public 
banks are advancing loans and covering a wider 
area than the three largest cities: Karachi, Lahore, 
and Islamabad. These banks have extended facilities 
to Multan, Rawalpindi, Faisalabad, Gujranwala, 
Quetta, Peshawar, Hyderabad and Muzaffarabad. 
They have also reached out to the income categories 
which earlier, were not eligible for these loans. Banks 
are attracting individuals with incomes as low as 
Rs. 5,000 per month. In most cases however, these 
banks set Rs. 15,000 to Rs. 20,000 as monthly income 
for those individuals desiring house building loans. 
The advertisement and promotional material of these 
banks lead up to the estimate that between March 
2003 to December 2004 the investment increased 
from Rs. 1931.6 million to Rs. 16,712.9 million. 
Private banks particularly do not deal solely with 
individuals but also with real estate developers. The 
House Building Finance Corporation still constitutes 
97 per cent of the housing finance companies assets. 
It introduced the Ghar Aasaan Scheme in 2002 and 
Shandar Ghar Scheme in 2004. It made a total dis- 
bursement of Rs. 1 billion in 2004. Thus, we see both 
diversification and intensification in this sector. 


Equity Participation Fund (EPF) 


The Government of Pakistan passed a legislation 
and established the Equity Participation Fund 
in May 1970. Its main purpose was to foster and 
accelerate the growth of small and medium sized 
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industrial units in the private sector in the less 
developed areas of the country. 

The fund has an authorized share capital of Rs. 20 
crores and a paid-up capital of Rs.5 crores. The 
institution raises funds through issue of shares and 
debentures and by obtaining loans from the Federal 
Government. 

The affairs of the Fund are controlled by the 
Board of Directors consisting of ten members. 
It provides equity support both by way of direct 
purchase of shares and underwriting of the public 
issue of shares. It provides bridge finance facilities. 
This is not functioning now. 


National Investment Trust (NIT) 


The National Investment Trust was established on 
12 November 1962. It is a joint stock company with 
a paid-up capital of Rs. 12 lacs. 

The main objective of the trust is the mobilization 
of domestic savings through the sale of its units 
and to invest the funds so raised in shares and 
debentures of sound and productive enterprises in 
the interest of unit holders. 

It is controlled by the Board of Directors 
consisting of a Managing Director appointed by the 
Government of Pakistan and 12 representatives of 
shareholders, with the National Bank as its Trustee. 

The NIT is the only open-end mutual fund in 
Pakistan and with its performance, it has shown 
that it is not only a sound and profitable medium of 
investment for small investors but it has immensely 
contributed to the economic development of 
Pakistan. In 2012, it celebrated its 50 years. 


MONEY MARKET 


The money market is not a market in the usual 
sense of the term. It does not mean a single 
trading place or trading organization dealing in 
money. In fact, the term money market refers to 
institutional arrangements and facilitation for 
borrowing and lending of short-term funds. The 
period of borrowing and lending in the money 
market is one year or less against different types 
of highly marketable liquid debt instruments 
such as bills of exchange, the treasury bills, the 
promissory notes, short-term securities, etc, Various 


financial institutions which deal in short-term 
loans can be called members of the money market. 
These institutions generally are the central bank, 
commercial banks, discount houses, bilf brokers, 
and acceptance houses. 


Definition 


Money market is where short-term money capital 
and short-term debt obligations are traded. 
According to.G. Crowther, “The money market is 
the collective name given to the various firms and 
institutions that deals in various grades of near 
money. 

Thus, 5.M. Goldfield and L.V. Chandler have 
defined money market as one ‘in which short-term 
debt obligations are traded’ 


Functions of a Money Market 


A money market performs a number of functions 
in an economy: 

1. It provides short-term funds to public and 
private institutions including commercial 
banks to meet their short-term liquidity 
requirements. Thus in this way money market 
helps the development of commerce, industry 
and trade within and outside the country. 

2. It provides an opportunity to banks and other 
financial institutions to use their surplus funds 
profitably for a short period. 

3. It allocates savings into investment and tends 
to obtain an equilibrium between the demand 
for and supply of loanable funds. In this way, 
the money market helps in more rational 
allocation of resources. 

4. It promotes liquidity and safety of financial 
assets and thereby it encourages savings and 
investment. This is important in LDCs where 
savings and investments habits are rather 
poor. In many rural areas of LDCs, savings 
too often comprise land and gold-holdings 
rather than the holding of financial assets 
which could channel savings into productive 
investment. 

5. A money market promotes financial mobility 
by enabling the transfer of funds from one 
sector to another. Such flow of funds is 
essential for the development of economy and 
commerce. 
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6. The existence of a developed money market 
removes the necessity of borrowing by the 
commercial banks from the central bank at a 
higher rate. If the former find their reserves 
short of cash requirements they can call in 
some of their loans from the money market. 

7. The money market facilitates the government 
in borrowing short-term funds at a low 
interest rates on the basis of treasury bills. 
On the other hand, if the government were to 
issue paper money or borrow from the central 
bank, it would lead to inflationary pressures 
on the economy. 

8. A well-developed money market is essential 
for the successful implementation of the 
monetary policies of the central bank. It is 
through the money market that the central 
bank is in a position to control the banking 
system and thereby help in the growth of 
commerce and industry. 

9. The money market deals in near money assets 
and not money paper. It helps in economizing 
the use of cash and provides a suitable and 
safe way of transferring funds from one place 
to another. 


Instruments of Money Market 


Basically it has three most important instruments 
which are as follows: 

1. Promissory notes; 

2. Bill of exchange; and 

3. Treasury bills. 


Promissory Notes 

A promissory note is the earliest type of bill. It is a 
Written promise on the part of a businessman to pay 
4 certain amount of money to another businessman 
at an agreed future date, Usually, a promissory note 
falls due for payment after 90 days with three days of 
&tace, A promissory note is drawn by the debtor and 
has to be accepted by the bank in which the debtor 
has his account to be valid. The creditor can get it 
discounted from his bank till the date of recovery. 
Promissory notes are rarely used in business these 
days except in USA. 


Bill of Exchange 
A bill of exchange is similar to the promissory note, 
except in that it is drawn by the creditor and is 
accepted by the bank of the debtor. The creditor can 
discount the bill of exchange either with a broker 
or a bank. 

Promissory notes and bills of exchange are 
known as trade bills. 


Treasury Bills 

This is the major instrument of the money market. 
It is issued for varying periods of less than one year. 
These are issued by the government and are payable 
at the central bank. Treasury bills are negotiable, 
non-interest bearing securities with an original 
maturity of one year or less. 


MONEY MARKET IN PAKISTAN 


The money market in Pakistan operates through call 
markets, trading in credit ceiling, treasury bills and 
repurchase agreements (REPOS). 


Call Markets 

In call loans market the participants are commercial 
banks. Loans from excess cash reserves of commercial 
banks are sometimes referred to as inter-bank loans. 
Call loans are usually made without any security. 
These loans are given from excess reserves for a very 
short period of time, usually of an overnight, one 
day, one week or a month long duration, and are 
conducted by the scheduled banks with each other. 
The banks need these call loans either to maintain 
their 5 per cent reserve requirement with SBP or 
to meet urgent cash requirements. These loans are 
repayable on demand. 


Trading in Credit Ceiling 

It is the trading of the under or over utilized 
portion of scheduled banks’ credit ceiling among 
themselves. These dealings are allowed by SBP and 
both borrowing and lending banks are to show the 
amounts of trading in their weekly position of assets 
and liabilities, therefore, ceiling trading takes place 
on last day of a week, i.e. Saturday, and promissory 
notes are used to transfer funds. Credit ceiling is 
fixed by SBP for 6 months periods from January 
to June and July to December, but is reviewed 
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quarterly. It is directly related to fixed currency 
deposits. 

SBP also prescribes ceiling allocations for sectors 
such as individual loans and housing finance. 
Trading in credit ceiling is otherwise known as 
guaranteed credit. 


Treasury Bills 

These are more familiarly known as T. Bills. These are 
negotiable, non-interest bearing securities with an 
original maturity of one year or less. These are sold 
at a discount to all participants who bid for them. 
Treasury bills are classified by the Government of 
Pakistan, Ministry of Finance, SBP as government's 
floating debt and are highly liquid instruments. In 
Pakistan, the government sells 6-months T. Bills at 
regularly scheduled auctions and rate differs for each 
issue. Rate is quoted by the bidders. These days the 
rate of return is 12-13.2 per cent per annum, the 
highest so far. As these T. Bills are sold at discount 
and repaid at par, scheduled commercial banks are 
allowed to invest in treasury bills and these may be 
counted towards their liquid asset requirements. 
T, Bills can be held in the form of stock certificates, 
or as uncertificated bonds at the SBP. 

Technically, T. Bills can also be traded on the 
stock exchange. The investors earn a return because 
they receive more for the bills at maturity than they 
paid for them at issue. This return is subjected to 39 
per cent withholding tax. 


REPOs (Repurchase Agreements) 

REPQs involve sale of securities with a simultaneous 
commitment to repurchase the securities on a date, 
at a pre-determined price which includes interest. It 
takes different forms, e.g. if a commercial bank holds 
more securities (TBs and FIBs) than warranted, it 
will sell these securities to a depository financial 
institutions (NDFC, PICIC) on REPO basis. So 
for the time bearing it can avoid holding of excess 
securities. Commercial banks can also ask DFIs to 
lend on their behalf. For this purpose, they provide 
DFIs with securities and also pay commission for 
this service. 


Money Market in Pakistan 


The money market in Pakistan includes: 
1. The State Bank of Pakistan; 


. Commercial banks; 
. Cooperative banks; 
. Saving banks; 
IDBP; 

. PICIC; 

. HBFC; and 

The government. 
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CAPITAL MARKET 


The financial system is divided into two main 
portions on the basis of time period, i.e. the money 
market and the capital market. The former is a 
market where short-term money capital and short- 
term debt obligations are traded. The period of 
borrowing and lending in this market is for one year 
or less. On the other hand, capital market provides 
medium and long-term funds for creating fixed 
assets such as plant and machinery for a period of 
more than one year. Since the length of the period 
differentiates between the two, often an instrument 
of the capital market may also be regarded as an 
instrument of the money market, e.g. the WAPDA 
Bearer Bonds which mature after five years may be 
regarded as an instrument of capital market for the 
first four years, for it implies an investment over a 
long period whereas for the fifth and the last year 
it may also be considered as an instrument of the 
money market involving an investment of one year 
only, 


Definition 


The capital market is a medium for the allocation of 
long-term funds usually for capital formation. 

Capital market consists of a series of channels 
through which the savings of the community are 
mobilized and made available to government, state 
owned business projects and to promote entre- 
preneurs for undertaking investment activities. The 
public can obtain long-term securities either directly 
or through intermediaries. 


Division of Capital Market 


Capital market consists of: the non-securities 
market and the securities market. 
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The Non-securities Market 
It provides non-negotiable medium and long-term 
debt funds through financial institutions such as 
Development Finance Institutions (DFls), com- 
mercial banks and contractual saving institutions 
which mobilize savings and then provide these 
funds directly to business, industry and other users 
of the funds. 

The instruments of the non-security markets are: 

(a} Loans (c) Leases 

(b) Mortgages (d) Sales and lease-back. 


The Securities Market 

Securities market provides medium and long-term 
equity and debt funds in negotiable form which 
are issued by corporations and governments, 
through financial institutions such as investment or 
merchant banks and venture capital firms, directly 
to the investors and individuals and are then traded 
among the different holders. Investors in this way 
are able to sell their securities in the securities 
market, whenever they need funds and also through 
equities they are able to participate in the financial 
risk of the enterprise. 

The institutions and the individuals in the 
capital market can also be classified into two main 
categories, which are: 

1. Participants, such as the individuals, cor- 
porations and government entities, financial 
institutions and intermediaries provide the 
capital to the users from the savers. . 

2. Government bodies which assist in supporting, 
supervising and regulating the actuaries of the 
participants. 


Functions of Capital Market 


By performing the two main functions 
of mobilization of savings and channelling of 
investment into productive enterprises, it helps 
to accelerate the rate of economic development, 
thereby increasing the production of goods and 
Services together with the increase in the per capita 
income. However, broadly speaking, they can be 
Classified in the following functions: 
l. On the demand side, it provides funds to 
commercial banks to meet their long-term 
liquidity requirements. 
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On the supply side, it enables the financial 
institutions to use their funds profitability for 
a longer period of time. 

3. The savings of the people are allocated to the 
investments. This helps to bring about the 
equilibrium in the demand and supply of the 
loanable funds. 

4, Capital market promotes the safety of financial 
assets. 

5. It provides long-term loans to the government 
to finance the development projects under- 
taken by the government. 

6. It assists and promotes financial mobility. 


CAPITAL MARKET IN PAKISTAN 


The capital market in Pakistan may be divided into 
the stock market, bonds, and securities market. The 
gilt-edged market is confined to the State Bank, 
commercial banks and the insurance companies. 
There is no separate bonds markets for all, the 
government securities are held by the State Bank, 
commercial banks, insurance companies, local 
bodies, public cooperatives and provident funds. 

The market for long-term capital in Pakistan 
is underdeveloped and narrow and the types of 
securities issued are also few. Government securities 
constitute a large part of the total volume of the 
issues in the capital market whereas the ordinary 
shares are the most popular type of securities and 
debentures and preference shares are not very 
popular. . 

As the capital and stock markets are not directly 
under the control of the State Bank, the capital 
market is not sensitive to the changes in the rate 
of interest. The organized sector of the capital 
market is concentrated mainly in large cities such 
as Karachi, Lahore etc., whereas the unorganized 
sector consisting of indigenous money lenders live 
in small towns and villages, in complete isolation 
from the urban areas. As there is no direct link 
between the two markets, the free flow of the 
loanable funds is restricted and this results in a 
sharp divergence of rates between the organized and 
unorganized sectors. 

The capital market of Pakistan lacks the presence 
of specialized institutions such as issue houses, 
investment banks which undertake the promotion of 
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new companies and the underwriting and marketing 
of securities. Investment Corporation of Pakistan, 
PICIC and IDBP together with the commercial 
banks are empowered to do underwriting business 
and to underwrite new flotations. 

In Pakistan, the most popular way of floating 
new issue is through the prospectus method. The 
promoters provide details of the proposed venture 
and invite subscription from the general public. In 
the capital market of Pakistan, the debentures are 
not given much significance as only a few industrial 
concerns have adopted debenture financing on 
a significant scale. The insurance companies are 
an important part of the organized sector of the 
capital market for they invest in the gilt-edged and 
industrial securities or mortgages. The State Bank 
of Pakistan provides support to gilt-edged market. 
By supporting it in times of need, the State Bank 
is able to impart liquidity to the securities which 
would otherwise be lacking at the present stage of 
the capital market's development. Although there 
is no well-organized market as yet in government 
securities in Pakistan, there are indications of 
growing interest in the government securities 
and it has been possible to place a greater share 
of securities outside the banking system, i.e. the 
insurance companies, 

The banking system is the major holder of 
government securities. Banks are required by law 
to keep a certain percentage of their assets in 
liquid form, including unencumbered government 
securities, ie. securities that are not pledged for 
loans. The banks consider securities as a safe and 
desirable medium of investment, even though 
the yield on them is low. The banking system 
can convert its holdings of government securities 
into cash, by selling them to the State Bank or 
they may deal in securities amongst themselves. 
Apart from the relatively low yield and higher 
proftability of other investments, a major drawback 
and disincentive for the small investor against the 
holding of the gilt-edged securities is the difficulty 
in the disposal of such paper in time of need. 

However, some recent developments in this 
regard are of significance: 

1. With the increase in the demand for credit, 
there has been a decline in the ratio of 
investments of the banking system to their 

- deposit liabilities, The banks have transformed 


the structure of their assets to a certain extent 
in favour of advances, by absorbing less of the 
new issues, so that the ratio of investments to 
the deposits declines, i.e. the advances and 
investments become alternatives in the true 
sense, 

2. Secondly, the upward movement in the yields 
of government securities have made them less 
unattractive as an alternative. 

3. The demand for government securities has 
increased on the part of other institutions, 
e.g. provident funds and other institutional 
investors. 


Recovery of Stuck-up Loans 


The stuck-up loan portfolio of banks/DFls has been 
a source of major concern for the overall financial 
health of the banking system in the country. The 
State Bank of Pakistan has set up a Monitoring 
Division to coordinate and collect relevant 
information on defaults and actual recovery of loans 
for reviewing the progress of the banks/DFIs. The 
default loans (rupees one million and above), which 
were Rs. 146.1 billion as of 30 June 1998, have been 
reduced to Rs. 134.8 billion, ending 31 December 
1998. A large number of non-performing loans has 
been recovered through different measures taken 
by banks/DFIs. By December 1998, an amount of 
Rs. 19.6 billion has been recovered in cash by banks/ 
DFIs, against a cash recovery target of Rs. 46 billion 
fixed by end of May 1999. Through concerted efforts 
and vigorous follow-up, the target has since been 
achieved by the banks/DFls. 

Under the newly enacted Banking Companies 
(Recovery of Loans, Advances Credit, and Finances) 
Act, 1997, thirty-four banking courts were set up 
up to 30 June 1998, to deal with claims of below 
Rs. 30 million while High Court Judges have been 
designated for expeditious decisions on cases of loan 
defaults of Rs. 30 million and above. Under the new 
recovery law, 50,181 cases involving an amount of 
Rs. 91.1 billion as of 15 March 1999, have been filed 
by the banks and the NBFIs. An amount of Rs, 4.4 
billion has been recovered through the legal system. 
While an effort to recover around Rs.250 billion 
is continuing with the banks, and the National 
Accountability Board is vigorously pursuing the 
recovery of outstanding amounts. 





Capital Market Instruments 


. Federal Investment Bonds (FIBs) 

. Foreign Exchange Bearer Certificates 
. Bearer National Fund Bonds 

. Corporate Bonds 

. Equities 


— 
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1. Federal Investment Bonds 
Federal Investment Bonds are issued by the 
government. They are similar to Treasury Bonds and 
are mostly issued for three different time periods, 
Les: 

(a) If they can mature after 3 years, they are 
called short-term debt of the government. 

(b) If they mature after 5 years, they are called 
medium-term debt of the government. 

(c) If they mature after 10 years, they are called 
long-term permanent debt of the government. 


The purpose for issuing Federal Investment 

Bonds are: 

(a) Provides a suitable outlet for the investment 
of funds like the pension, provident funds 
and welfare funds which cannot be invested 
in Defence Saving Certificates (DSCs) and 
National Savings Schemes (NSSs) operated 
by the National Saving Centres and Post 
Offices. 

(b) They can be re-issued after the maturity of 
the bonds, e.g. when a bond matures after 
3 years, immediately the government issues 
another bond of the same denomination and 
for the same time period. Thus, it can be 
reparded as a permanent debt of the govern- 
ment. 

(c) The return on the bonds is taxable, e.g. the 
financial authorities can deduct withholding 
tax on the return. 


2. Foreign Exchange Bearer Certificates 

These are issued by the banks and are purchased in 
foreign currency. The less stable the exchange rate 
Of a currency, the higher the rate of return and vice 
Versa, e.g. the rate of return on pound sterling will 
€ less compared to yen. 
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3. Bearer National Fund Bonds 

They are included in the Ms definition of money 
in Pakistan. They are issued by the National 
Development Finance Corporation. 


4. Corporate Bonds 

They are issued by corporations to raise funds, e.g. 
WAPDA Bearer Bonds. They are either registered 
or bearer. In case of the registered forms the name 
of the person who purchases them is registered in 
the corporation and transfer is possible by a certain 
specific procedure. Whereas, in the case of the 
bearer bonds, whoever holds the bond is the owner 
of the bond e.g. the first two issues of the WAPDA 
Bearer Bonds were registered and the last 3 are 
bearer bonds. 


5. Equities | 
It can be regarded as a perpetual investment until 
and unless the company goes bankrupt, this does not 
stop. This is because equity implies the investment 
in reserves, retained earnings and balance of profit 
and loss accounts of a firm. The Federal Investment 
Bond is a government instrument whereas equity is 
the channel through which, with a large amount, the 
public can participate in the capital market. 


CAPITAL MARKET DEVELOPMENT 
PROGRAMME (CMDP) 


The government in collaboration with Asian 
Development Bank (ADB) formulated a Capital 
Market Development Programme (CMDP). This 
was done with a view to strengthening regulatory 
and institutional framework, eliminate market dis- 
tortions, modernize and upgrade securities market 
infrastructure, make available more investment 
outlets to investors in order to inspire their 
confidence, and improve efficiency of the market 
participants, | 

The main objectives of the CMDP are to increase 
mobilization of long-term resources, bring about 
efficient resource allocation, making the capital 
market diversified and competitive, and thus 
encourage broader participation of issuers and 
investors. 
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The key components include: 
I, creation of an enabling policy environment, 


specially a level playing field to enhance com- 
petition; 


Z. strengthening governance, institutions, | 


regulations, and supervision of the securities 
market; 


3. improving and modernizing market infra- 
structure and its linkages; 

. developing the corporate debt market; 

. teforming mutual fund industry; 

. developing leasing industry; and 

- promoting contractual savings through 


reforms of the insurance sector and pension 
and provident funds. 


“] CY Un 


As part of reform of regulatory framework of capital 
market, the Corporate Law Authority (CLA), which 
is an attached Department of the Finance Division, 
has been restructured as an autonomous Securities 
and Exchange Commission of Pakistan (SECP). The 
law governing the establishment of the Commission 
has been promulgated and the Commission is 
operational now. 

The governing boards of the three stock exchanges 
have been restructured. Karachi and Lahore Stock 
Exchanges have inducted seven outside directors 
each on their boards. Full-time Chief Executives of 
the two stock exchanges have been appointed for the 
first time. 

As regards infrastructure development of the 

market, considerable progress has been made. All 
the three stock exchanges have developed and 
introduced automated system of trading, A Central 
Depository Company (CDC) has been established. It 
has become operational and is serving ail the three 
stock exchanges. Fifty-six companies have already 
joined the CDC and 135 more have been declared 
eligible for entry. All companies will be joining the 
CDC in due course. The introduction of automated 
trading system in the stock exchanges and the 
operation of the CDC has lent considerable degree 
of transparency to the market. It is also planned to 
establish a National Clearing and Settlement System 
and over the counter market for fixed income 
securities with the technical assistance of ADB. 


CAPITAL MARKET MEASURES—2001 
| 
The Annual Report 2000-2001 of State Bank of | 
Pakistan (Appendix 10), contains the capital market | 
measures undertaken during 2001. These are _ 
reproduced below: | 
Continuing on its policy of reforms, SECP has 
taken a number of decisions to further improve 
the operations of Pakistan's capital market during 
the year. These should go a long way in revamping | 
the overall structure of the bourses and create an 
investment friendly environment to broaden the 
investor profile in the equity market. These include 
the introduction of various laws for the protection 
of small investors, measures to impose transparency 
| 


| 


in trade, curbing the practice of insider trading, and 
streamlining the operations to international norms. 
Some of these measures are briefly discussed below: 


Governance of Stock Exchanges 


* To strengthen investor confidence and 
improve transparency, SECP ordered some 
amendments in the Article of Association of 
the Karachi Stock Exchange. The changes that 
are binding after 31 December 2000, include 
the following: 

— Only the Board of Directors of KSE will 
choose the Chairman, as against the 
existing procedure whereby the General 
Body (members of KSE) chooses the 
Chairman. The office of Vice-Chairman 
was removed, 

~~ Out of the existing eighteen directors on 
the Board, the existing system allows SECP 
and the Board to nominate two each, large 
institutional investors (NIT, ICP, etc.) can 
nominate three, and the General Body 
nominates the remaining members. In the 
proposed change, SECP would nominate 
seven external members to the Board. 

—SECP would have final say on the 
appointment, removal/termination, and 
non-renewal of contract of the Managing 
Director of KSE, and 
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—To restrict the Board’s authority in 
operational issues, the bulk of these 
responsibilities were moved to the 
Managing Director. 


Table 6.3 KSE: Listed Insurance Sector 
1. Listed Companies 


Particulars Number % of Total 


100 
KSE Listed Companies pi pe 
Listed Insurance Companies 


(22 Non-Life + 04 = 26) 
(22 Non-Life +04 = 26) 000 


2. Paid up Capital 
Particulars Rs. (Billion) 


100 
Total Listed on KSE Bey je 
Listed Insurance Companies 
ee 


% of Total 


3. Par Value Analysis 


ee ne 


% 
Particulars Rs. No. = 
a 
j lye (Par Value) 10 24 
Paid up Value ( a Ae 05 
26 100 


4. Year of Listing 


Coreen eee ener — 
Year Number ‘fe 
eet 


07 
1949 a as 
1952-1969 ee aE 
1980-1989 fs A 
1990-2011 10 re 
100 

Total 26 


a 


5. Market Capitalization 
Particulars Rs. (Billion) % 


a 
All Listed Shares a218 ae 
Listed Insurance Companies eS : 
CEE —_—— 


8. Par Value Analysis 


ge SS 


L- 7 
Particutars Number 0 
Par & Above Par 16 es 
Below Par 10 ee 
Total 26 
a 
7. GDP Share 

& 
Particulars $ (Billion) Yq 
a 
Pakistan GDP 202 ioe 
KSE Listed Market Capitalization 37 2 
Sted Insurance Companies 0.67 


Market Capitalization 


a 


Source: KSE: Dally Quotation, 30 June 2012. 
Listed Companies’ (Prohibition of 
Insiders Trading) Guidelines 


* To protect small investors against excessive 
price volatility due to the use of privileged 
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information, SECP issued a draft of the 

proposed law to solicit public opinion in 

the first week of October 2000. After due 
deliberation, the SECP implemented the 

‘Listed Companies (Prohibition of Insiders 

Trading) Guidelines’ on 27 March 2001. ‘This 

law will increase the degree of transparency 

in the market and protect small investors 
from possible losses. These guidelines list the 

following individuals to be insiders: . 

— A person who is a director, chief executive, 
managing agent, chief accountant, secretary 
or auditor of a listed company. Also, 
beneficial ownership (direct or indirect) 
of more than 10 per cent of the shares of 
a listed company are thereby classified as 
insiders; or . 

— A person who is or was connected with 
the company, or is deemed to have been 
connected with the company, and who is 
expected to have access to unpublished 
price sensitive information, or who has 
received or has had access to such un- 
published information in the past. 

Such persons are now explicitly prevented 

from either dealing directly or indirectly 

in the securities of the said listed company. 

Moreover, SECP has listed the following as 

insider information: 

— Unpublished financial results of the 
company (both half-yearly and annual); 

— Intended declaration of dividends (interim 
and final); 

— Information on shares issued by way of 
rights, bonus, etc.; 

— Major expansion plans or execution of new 
projects; 

— Strategy on amalgamation, mergers and 
takeovers; 

— Exit strategy for either the entire company 

a part thereof; 

Bey information that may affect the 
earnings of the company; and . 

— Any changes in policies, plans or operations 
of the company. 

To implement the above measures, new 

rules have been enforced to authorize the 

SECP to investigate and inspect the accounts 

and records of individuals deemed to be 


a 
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insiders and associated members of the stock 

exchanges. These rules are: 

— Stock Exchanges Members (Inspection of 
Books and Records) Rules, 2001: These 
rules were enforced on 26 April 2001. 
According to these, SECP can order the 
inspection of books and record of any 
member of the stock exchanges. These 
inspections can be conducted any time and 
for any purpose, giving SECP discretionary 
powers. These rules will help monitor 
brokers and strengthen SECP’s surveillance 
capabilities. 

— Brokers and Agents Registration Rules, 
2001: These rules were notified on 10 
May 2001, and should enable SECP to 
exercise direct control over brokers and 
agents. It is hoped that this will facilitate 
smooth operation of exchanges and act as 
a safeguard for investors. These rules also 
empower SECP to cancel the registration of 
a broker, if he: 

(i) is engaged in insider trading; 

(ii) has been found guilty of fraud; 

(iii) has had his membership cancelled by 
a stock exchange; or 

(iv) has not complied with the directives of 
the Commission. 


Financial Sector 


The existing listed financial sector of Pakistan 
consists of the following components: 

1) Mutual funds 

2) Modarabas 

3) Leasing companies 

4) Investment banks 

5) Commercial banks 

6) Insurance companies 


The Karachi Stock Exchange continues to publish 
daily quotations alongwith other details in respect 
of various companies listed on it including 
companies in respect of the foregoing six financial 
sectors of Pakistan. 


Non-performing Loans 


One of the major problems commercial banks 
in Pakistan are facing is that the level of non- 
performing loans continues to increase. 

There are two reasons why people do not return 
the loan. One links with the capacity to pay and 
second with the intention to pay. 

Ideally, every loan proposal should be tangibly 
backed to ensure recovery of loans and minimize 
the ratio of the level of non-performing loans to 
total advances. 

However, despite best efforts of banks and 
regulatory bodies including State Bank of Pakistan, 
the amount of NPLs continues to grow. 

Table 6.4 presents time series of non-performing 
loans in Pakistan for the last seven years. 


Table 6.4 Non-performing Loans 


Year salah 
2005-2006 173 
2006-2007 314 
2007-2008 432 
2008-2009 6548 
2009-2010 579 
2010-2011 610 





Source: Bi-Monthly Economic Bufletin July-August 2012, Karachi. 
National Bank of Pakistan, Economic Research Wing, 
p. 24. 


Insurance Sector in Pakistan 


The listed financial sector in Pakistan consists of 
six segments namely: mutual funds, modarabas, 
leasing, investment banks, commercial banks, and 
insurance. 

Unfortunately, the insurance sector has not fully 
developed its potential. 

The apathy of previous governments, weak 
insurance setups in the public sector, and a lack 
of human resource development are major factors 
resulting in low-level contribution of the insurance 
sector in the socio-economic development of 
Pakistan. 
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Resource Mobilization 
(Domestic and Foreign) 


There are five major sources of availability of capital: 


(a) Capital may be raised through surplus 
budgeting. 

(b) The profit earned from public enterprises 
may be utilized for financing projects. 

(c) The government may borrow from its own 
people for promoting economic growth. 

(d) The government may resort to deficit 
financing for supplementing domestic 
saving and investment. 

(e) The government may receive economic 
assistance or foreign aid or loans to increase 
the rate of capital formation in the country. 


RESOURCE MOBILIZATION 
IN FISCAL SECTOR 


Resource mobilization in the fiscal sector takes place 
through two channels: (a) revenue receipts and 
(b) capital receipts 

Revenue receipts of federal and provincial 
governments consist of tax and non-tax sources of 
revenue. The main taxes imposed by the Federal 
Government are income and corporation tax, 
estate duty, gift tax, wealth tax, workers’ welfare 
tax, federal sales tax, custom duties, federal excise 
duties, federal property taxes, and surcharges on 
hatural gas, petroleum, and fertilizer. A part of 
Some of these taxes is paid to the provinces. Taxes 
collected by the provinces include land revenue, 
Property tax, motor vehicle tax, provincial excise, 
stamp duty, registration tax, and entertainment 
tax. Non-tax sources of revenue for the Federal 
Government are state trading profits; earnings 
Of commercial departments like the post office, 


telegraph, and telephone; interest charges on loans 
to provincial governments, local bodies etc. whereas 
for the provincial governments, they include 
irrigation charges and forests etc. . 

Capital receipts include external borrowing 
and internal non-banking borrowing consisting of 
unfunded debt, public debt, treasury, and deposit 
receipts besides the revenue account surplus and 
the surplus generated by the public sector etc. If 
total receipts are not adequate to finance total 
expenditure, deficit financing is resorted to in order 
to meet both development and non-development 
expenditures. 


GOVERNMENT RESOURCE MOBILIZATION: 
FEDERAL BUDGET 2012-13 


The government's mobilization of resources for 
public expenditure is reflected in Table 7.1. 


Table 7.1. Pakistan Federal Budget 2012-2013 


MASTER CHART 


Particulars Ris.b % 
—— 


Needed 





1. Current Expenditure 2,612 81 
2, ADP: 2012-2013 _ 591 _19 
Available 3,203 100 
Net Federal Revenue 1,775 51 
Sharifall 1,428° i: 
3,203 100 

Financing Pattern 
1. Capital Receipts (Nat) 464 34 
2. Bank Borrowing 4768 34 
3. External Resources 386 27 
4, Estimated Provincial Surplus 80 _05 
1,428° 100 


i 
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FEDERAL AEVENUE BUDGET 2012-13 





Particulars As.b % 





Current Revenue 
1. Indirect Taxes 


Compasition 
Sales Tax 
Custom Dutles 
Federal Excise 


Others (Plus 
Petroleum levy) 





2. Direct Taxes 


932 29 
2,504 78 
3. Non-Tax Revenue 740 22 
3,234 100 
4, Less: Transler to Provinces 1,459 ~~ 
Net Federal Revenue 1,775 
Current Expenditure 
1. Debt Servicing 
— Interst Payment 926 36 
~ Repayment of Long-term Foreign Debt 216 08 
1,142 44 
2. Defence 545 21 
3. Cost of Running Govt 404 15 
4. Grants & Transfer to Provinces 312 12 
S. Subsidies 209 _08 
2,612 100 
Less: Deticit in Revenue Budget 637 
1,775 
5 ET, 
ANNUAL DEVELOPMENT PLAN 2012-2013 
a EE SE OEE eee 
Particutars Rs.b % 


Development Expenditure 
1. Federal Govt. 20712-2013 360 61 
Departments (As. 2075), 
Corporations (As. 80b), Special! 
Programmes (Rs.27b), Special 
Areas (As. 36b} and EARA’ (Rs. 10b) 


2. Other Development Expenditure 154 26 

a. Provincial Governments 77 13 
591 100 

Financing Pattern ae a. 
1. Bank Borrowing 484 82 

2. External Recelpts 386 65 

3. Estimated Provincial Surplus Bo 14 


4. Net Internal Resources 


591 100 


(359)** (61) 


Break up of Interna! Resources 


1. Deficit in Revenue Budget for 2012-2013 837 
2, Less: Net Capital Recelpts 478 


(359°) 


* Earthquake Rehabilitation & Reconstruction Authority. 

Source: Federal Budget Documents for 2012-2013, Budget in 
Brief, issued by the Ministry of Finance, Government of 

* Pakistan, Islamabad, 01 June 2012, pp. 1-47. 


FEDERAL REVENUES 


A summary statement of the revenues to be 


Tax Aavenue 
mobilized by the Federal Government during 
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Data for Federal Tax Revenue from 2000-01 to 2011-2012 (MBE) giving pertinent details given in Table 7.3: 


3 > Structure of Federal Tax Revenue (As. Billion) 
= Indirect Taxes 
a to 


eet : Total As per cent af Direct Sales Excise Total 
2012-2013 is given in Table 7.2. vipat (FBR) GDP Taxes cusion 
49.1 267.7 
124.6 65.0 183.6 
Table 7.2 Federal Government Revenue Receipts 2000-2001 392.3 a4 are (24.3) (57.4) (18.3) (68.2) 
(Rupees in Billion) 404.1 92 142.5 47.8 166.6 47.2 261.6 
ae 2012-2013 2001-2002 (35.3) 18 3] (63.7) (18) = a 
—— 002-2003 460.6 9,6 151.9 68.8 195.4 oie (67.0) 
REVENUE RECEIPTS [33.0] [22.3] (63.2) (14. pe 
(1) Direct Taxes 932 520.9 92 165.1 91.0 219.2 45.6 
(2) Indirect Taxes 1,572 2003-2004 ; 131.71 [25.6] (61.6) (12.8) (68.3) 
: 407.0 
(3) + Non-Tax Revenue 730 — Baas 89 163.4 115.4 238.5 a aa 
3,234 [30.1] [28.4] (58.6) (13. 
Less: Transfers to Province 1,459 713.5 9.4 225.0 138.4 294.6 55.3 488.5 
REVENUE RECEIPTS (NET) 1,775 (31.5) a es aa 
132.3 ; 
Source: Budget Document for 2012-2013 issued by the Ministry of 2006-2007 847.2 9.7 ae 125.8) (60.3) (14.0) (60.6) 
Finance, Government of Pakistan, Istamabad on 01 June aes 4c07 377.4 92.1 620.2 
ete 9.8 387.9 , , : 
2007-2008 1,008.1 (28.5) (24.3) (60.9) (14.9) (61.5) 
717.6 
os ee “| Be p07 (629) (16. (61.8) 

36. : 
STRATEGY FOR RESOURCE MOBILIZATION | ae 5163 124.8 801.4 
2009-2010 1,327.4 9.0 526.0 60.4) 
; : 955.7 
1. Public Savings ene 1,858.2 86 602.5 184.9 ae pele ae 

; = ; [38.7] [19.3] 

Public savings can be mobilized by increasing 215.0 852.0 140.0 1207.0 
2011-2012 1,952.0 9.5 Laie : (11.8) (61.8) 

revenue resources and by controlling non- (38.2) (17.8] (70.6) 


‘ , ‘ | (B) 
u ; 

susad Lire aa ment 7 Hoa eae Source. Pakistan Economic Survey 2011~2012, Table 4.2, p. 55. 
in this respect has not been very encouraging. 
Public revenues have been increased substantially 
by imposing heavy sacrifices on taxpayers. But non- 
development and unproductive public expenditure 
has been increasing at a higher rate, frequently 
resulting in large budgetary deficits. So the primary 
concern is how to reduce non-development 
expenditure, which remains the main cause of 
budgetary deficits. 

The cost to the government in money as well 
as in real terms is excessive, A proper cost benefit 
analysis of public expenditure needs to be under- 
taken. A thorough enquiry into the working of the 
government is also called for. There is no doubt 
that the government is over-staffed. Staffing of 
the various parts of the government strictly in 
accordance with the jobs to be performed would 
result not only in large savings in public expenditure 


but also in very substantial improvements in 
performance efficiency. 


The potential for increasing tax revenues has 
not been fully utilized. The scope lies not in raising 
tax-rates, but in better collection of taxes. The 
existing rates need to be reviewed. The rates should 
be progressive but not to the extent to be counter- 
Productive by destroying the incentive to earn or 
by providing a strong incentive to avoid payment 
of taxes. 

The emphasis should be on the prevention of 
tax evasion. Recent development in the economy 
has created a very large class of businessmen and 
Professionals whose incomes are far in excess of the 
exemption limit but who do not pay any income 
tax. Such people need to be brought into the income 
tax net. 

The tax revenues are not fully responsive to 
increase in the national product in various sectors 
of the economy, because a very large number of 





persons with sizeable incomes in certain sectors 
of the economy do not pay any income tax. 
There have been very substantial increases in 
agricultural incomes due to the pricing policies of 
the government which have resulted in a transfer 
of incomes from the non-agricultural sectors to the 
agricultural sector. ‘The agricultural incomes should 
have been brought under the income tax network. 

Public borrowing is one of the important means 
for mobilizing resources for public expenditure. 
Borrowing from the banking system 1s deficit 
financing. Borrowing from non-bank sources 
represents the mobilization of private savings for 
government use. 

The government and the banking system have 
established a number of saving schemes for the 
mobilization of small savings which have achieved 
4 considerable measure of success. The nominal 
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interest rates are quite attractive, although the real 
interest rates, after allowing for inflation, are small 
and in some cases, negative. This points to the need 
for having an appropriate interest policy. The real 
interest rate has to be positive to promote savings, 
which in view of the inflationary conditions in the 
country, has to be quite high. 

The need for the payment of high interest rates 
on public borrowing calls for very great care in 
the use of borrowed funds. Public sector projects 
in the field of industry are frequently becoming 
losing concerns due to operational inefficiency. 
Sometimes this inefficiency is concealed by raising 
the prices of the output which is tantamount to 
taxing the consumer. There is no point in using 
funds borrowed at high interest rates for investment 
in such projects. 


2. Private Savings 


Private savings can be mobilized by the banking 
system, development finance institutions and the 
stock exchange. During the sixties, large amounts of 
savings were mobilized in the form of re-investment 
of profits by big businessmen and industrialists. 
But after the nationalization of a large number 
of industrial units during the seventies, the big 
industrialists have shown no interest in investing 
their own money in industrial ventures which take 
some years to complete, They are afraid that these 
ventures might be nationalized by a future govern- 
ment by the time they start earning profits. Besides, 
the big businessmen used to fabulous profits during 
the fifties and the sixties were not content with 
normal level of profits. 

The scope for small savings and investments 
was not fully utilized. The potential small investors 
have not become accustomed to excessive profits. 
So they would have willingly come forward, if 
opportunities for profitable investment in small 
enterprises—farms, small business, small-scale and 
cottage industries—had been provided. 

- Agricultural savings could have been mobilized 
by the provision of facilities for the installation of 
tube-wells and by the supply of agricultural inputs 
and credit. In the case of non-agricultural sectors, 
savings and investments would have been promoted 
by facilitating the procurement of machinery, spare 
parts, raw materials and credit required for small- 


scale investment in industry, transport, commerce 
etc. Facilities could also have been provided for the 
procurement of land and for getting connections 
for power, water supplies etc. as the lack of such 
facilities is one of the most important factors in 
frustrating small potential savings and investments, 
which, in the aggregate, would be very large. The 
provision of these facilities would be one of the 
most effective methods for the mobilization of 
domestic savings. Table 7.4 presents the position of 
investment, savings and gap. 


Table 7.4 Position of Investment, Saving and Gap 


(As.in Million) 
Year Invesiment Saving Gap 
Ey 
2008-2009 18.2 9.8 8.4 
2009-2010 15.4 9.3 6.1 
2010-2011 13.1 13.3 0.2 
2011-2012 12.5 8.9 3.6 





Source: Pakistan Economic Survey 2011-2012, Table 4.21, p. 55. 


How To INCREASE THE RATE 
OF CAPITAL FORMATION 


A country can increase its capital formation through 
its own domestic saving and by inflows of capital 
from abroad. This section discusses several ways 
to income net capital formation as a percentage of 
national income, 


Capital Imports 


The increase of capital formation is neither by 
reducing current consumption or by capital inflows 
from abroad or exploitation of idle resources. The 
success of importing capital depends upon how 
much capacity increases in the future so that a 
country can raise domestic savings to export capital. 


Exploitation of Idle Resources 


Redundant Labour 

According to Ragnar Nurkse, a government 
should use labour with zero marginal productivity 
in agriculture—redundant labour-—-to work on 
capital projects such as roads, railways, houses, and 
factories. The workers on these projects continue 
to depend on their relatives and on the farm for 
food. It is as if workers in capital goods production 





carry their own subsistence bundles with them. In 
essence, new capital formation, or saving, is created 
with no additional economic cost. 

The problem with Nurkse’s theory is that we 
can expect those remaining on the farm and those 
beginning work on capital projects to increase 
consumption. Thus, the financial and social costs 
of the capital projects are actually greater and 
the potential for saving less. Although in theory 
government could use taxes or low agricultural 
procurement prices to prevent those staying on the 
farm from consuming more, in practice government 
can’t capture the saving potential from unutilized 
labour except in economies like the Soviet Union. 

Another problems with Nurkse’s approach is 
that utilization of idle resources activates other 
resources with high, alternative costs. And of 
course, this entire presentation may be academic 
since there is no empirical evidence for a zero 
marginal productivity in LDC agriculture. Without 
this assumption, Nurkse’s theory collapses. 


Unused Capital Capacity 

In LDCs, including Pakistan, there is widespread 
capital under utilization: earth movers rusting 
away for want of servicing or spare parts, empty 
housing projects, abandoned irrigation ditches and 
factories producing at a fraction of capacity because 
of mechanical breakdowns, materials shortages 
or insufficient markets. There are various reasons 
for capital underutilization like smal! size of the 
construction industry, poor transport and com- 
munication facilities, irregular power, slow and 
undependable deliveries, unsatisfactory servicing 
of equipment, and inadequate housing for foreign 
personnel. In the short run, some of the skilled 
people can be hired from abroad. Still, it is difficult 
and expensive to find foreigners who would work 
and respond well in the local culture and economy. 
Furthermore, using foreign specialists may prevent 
local workers from gaining experience, expertise 
and control of domestic production. 

Redundant labour probably does not exist, 
increasing capital utilization is difficult and the 
success of capital imports depends on increasing 
future capacity. Thus, increasing saving usually 
requires diverting resources from consumption. 
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Moral Suasion 


Many poor countries have a substantial, but 
unexploited, capacity to save. Spending resources 
on guns, tanks, or palaces could be diverted into 
productive investment. Moreover, households in 
low-income countries accumulate assets of one kind 
or another that represent saving—for a rainy day, 
marriage festivals, religious observances, and other 
purposes. A poor rural woman wears a lifetime of 
savings in the form of a gold necklace. 

The government should convince the people to 
save more. Sound national economic management, 
coupled with a social security system, might make 
people less insecure about economic emergencies, 
so that they may invest more in productive 
activity. Persuasion is more likely to be effective, 
especially among lower and middle income groups, 
if real personal income is increasing. It is easier to 
convince people to save when income is going up 
than when it is constant and saving would then 
mean a decrease in consumption. 


Improvement in the Tax System 


Saving is unconsumed current production. Taxation 
is one form of saving. Improving the tax system 
increases saving. There should be emphasis on 
direct taxes, taxes on luxuries and sales taxes. A 
well-designed tax programme can help government 
acquire resources for capital formation and 
eliminate obstacles to private saving. However, such 
improvements in tax machinery are a long and slow 
prospect. 


Development of Financial Intermediaries 


Many people hold physical assets or money as 
a precaution against a rainy day. Traditionally, 
many savers hold assets in gold, jewels, or foreign 
bank accounts. People are more likely to save 
if financial instruments and institutions exist. 
Financial intermediaries are institutions that 
serve as middlemen between savers and investors. 
These financial intermediaries need not merely be 
‘demand-following’—responding merely to investor 
and saver demand—but may be ‘supply-leading, 
facilitating entrepreneurship and capital formation 
that would otherwise not occur. 
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Increasing Investment Opportunities 


In many instances, an investment opportunity 
will generate saving that otherwise would not be 
made. Government subsidies, tariffs, loans, training 
facilities, technical, and managerial help and 
construction of infrastructure may increase saving 
because prospective entrepreneurs perceive higher 
investment returns. 


Redistribution of Income 


The government can encourage particular sectors 
and economic groups by its tax, subsidy, and 
industrial policies. It can redistribute income to 
persons with a high propensity to save or stimulate 
output in sectors with the most growth potential 
and in which saving and taxation are high. 


Local Financing of Social Investment 


Political integration and national loyalty are often 
weak in many young LDC nations. In such cases, 
government frequently lacks the political will 
and administrative ability essential to expand tax 
revenue, However, the local government can levy 
taxes that the Federal Government cannot if the 
funds are used to finance schools, roads or other 
social overhead projects that clearly benefit local 
residents. In fact, some new urban services such as 
roads, sewers aqueducts, street lighting, and parks 
can be financed by special assessments on those 
business, property owners and individuals that 
benefit most from construction. 


Inflationary Financing 


The banking system can provide credit and the 
treasury can print money to loan to those with 
high rates of saving and productive investment. 
Creating new money, although inflation, increases 
the proportion of resources available to high savers, 
so that real capital formation rises. However, this 
approach is fraught with perils. 

‘In most of the developing countries, the first 
four sources of raising capital are not adequate to 
accelerate the rate of development to the desired 
extent. The less developed countries, therefore, 
have to depend upon the last source, i.e. the foreign 
economic assistance for breaking out from the 


vicious circle of low purchasing power and saving 
capacity. 

Foreign capital inflow is given various names 
such as foreign economic cooperation, foreign 
economic aid, and foreign development assistance. 
But in the proceeding contents we will use the term 
‘foreign economic assistance’ 


FOREIGN AID 


Definition. Foreign aid (FA) is said to occur when 
a recipient country receives additional resources 
in foreign currency over and above the capacity to 
import generated by exports. In simple words, FA 
means those additional resources which are used 
to raise the performance of the recipient country 
above the existing level. Foreign aid can be defined 
as the debt which is given by a country to another 
country on concessional rates. The concessional 
elements may be: 

(1) Lower rates of interest than the prevailing 
rates of interest in the international com- 
mercial money market. 

(2) Longer period for repayments. 

(3) Grants which do not entail the payment of 
either principal or interest, i.e. a free gift. 


The country which gives the loan is called a-donor 
country and the country which receives the loan is 
called a recipient country. 

Definition in terms of official data. ‘All kinds 
of resources inflows that are publicly granted and 
are made either from government to government 
or from financial institutions to a government, 
only economic aid is included and military aid is 
excluded’ The main points of this definition are: 

(a) Resource inflow. 

(b) Publicly granted, i.e. by an agreement 

between the governments. 

(c) From government to government, i.e. 

bilateral aid. 

(d) From financial agencies toa government, i.e. 

multilateral. 

(e) Economic aid, i.e. the aid which is used for 

economic purposes and not for defence, 
dams, projects, industries, etc. 


| 
| 
| 








This definition has two major drawbacks; (i) ali 
the resources have not been included and (ii) only 
publicly granted resources have been included. 


FORMS OF FOREIGN AID 


Foreign aid (FA) is the transfer of resources from 
the rich to the poor countries. It is subject to certain 
limitations which generate various forms of foreign 


aid. 


Financial Aid 


The simplest form of capital inflow is the provision 
of convertible foreign exchange, but very little 
foreign capital indeed comes to the underdeveloped 
world so conveniently. If any divergence from 
this form is described by saying that ‘strings are 
attached’, then almost all the foreign public capital 
has strings. Financial aid is divided into various 
subforms, Le. . 
(1) Tied Aid: Tied aid is of two types. One is 
nation tied and other is project tied. nation 
tied aid is given to the recipient country on 
the condition that it will use the aid in the 
donor country to solve the BOPs problems 
of that country and to stimulate exports, 1. 
if Pakistan is given aid by US and is asked 
to import raw materials or machinery from 
US, only then it is nation tied or resource 
tied aid. Project tied aid, on the other hand, 
is given only for specific projects and the 
recipient country cannot shift it to other 
projects. . 
(2) Untied Aid: Financial aid which is not tied 
to any project or nation is called untied aid. 
It is, in all respects, better than the tied aid 
because it offers more efficient use of foreign 
resources. It is much desired because in the 
case of untied aid the recipient country is 
not bound to spend the foreign resources 
on specific projects or in the donor country 
which may charge higher prices than the 
international market. 
(3) Grants: A grant is that form of foreign 
aid (FA) which does not entail either the 
payment of principal or interest. It is a 
free gift from one government to another 
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or from an institution to a government. It 
ig much desired because it increases the 
internal expenditures and generates income. 
It is given on humanitarian considerations, 
especially in days of emergencies, earth 
quakes, floods, wars, etc. In 1956-65, the 
grant component of FA to Pakistan was 73 
per cent, which has been reduced to only 0.2 
per cent in recent years. . 

(4) Loans: It is the borrowing of foreign 
exchange by the poor country from the rich 
country to finance short-term or long-term 
projects. They are sub-divided into two types 
subject to this criterion. 


Commodity Aid 


Commodity aid is another type of tied aid which 
relates to agriculture products, raw materials, and 
consumer goods. 
(1) Hard Loans. Hard loans are also called short- 
term loans. 
(2) Soft Loans. Soft loans are called long-term 
loans. 
(3) Food-grain Loans. 


All of these are commercial loans. 

Hard loans are usually given for a period of five 
years or less in order to finance industrial imports. 
They are paid in the currency borrowed. There is 
no concessional element but interest rate 15 usually 
lower than the prevailing rate in the international 
market. 

Soft loans are made for 10-20 years and these 
are repaid in the currency of the recipient country. 
interest on these loans is less than hard loans and 
often these loans involve grace period. Concessional 
elements are comparatively greater. 


Advantages . : 
It helps in controlling famine. The tempo © 

industries is maintained by providing raw materials 
to the industrial sector. 


Drawbacks 
If aid is provided in cash, it may be more helpfu 
because a country may then buy more commodities 
from cheaper sources. Commodity aid has a 
depressing effect on agriculture prices in recipient 


124 THE ECONOMY OF PAKISTAN 





country, so it serves as a disincentive for the 
agriculture sector. The donor country has much 
political influence on the recipient country, i.e. in 
the 1960s, the US gave wheat to Pakistan under PL 
480 and had much influence on the development 
policy of Pakistan. 

A special type of commodity aid is food grain 
loans which are given in the form of food grains, 
e.g. US gives food grains to poor countries under 
Public Law (PL 480) and funds obtained from it are 
used on American companies and agencies working 
in the recipient countries. The rest of the aid is 
granted. 


Food Aid 


Economists stressing basic needs attainment are also 
interested in food as foreign aid. There is more than 
enough food produced each year to feed everyone 
adequately. However, food is unevenly distributed 
so that often malnutrition and hunger exist in the 
same country or region where food is abundant. 

During the 1960s, the United States sold a sizable 
fraction of its agricultural exports under a con- 
cessionary Public Law 480, where LDC recipients 
could pay for the exports in inconvertible currency 
over a long period. US real food aid, as well as food 
reserves measured in days of world consumption, 
dropped from the 1960s to the 1970s (especially in 
1972 and 1973), partly because US farm interests 
wanted to reduce surplus grain stocks. 

Although annual food aid in the late 1970s was 
below that of the 1960s, food and agricultural aid 
(including that from the United States) doubled in 
real terms from 1973 to 1979, surpassing the 1960s’ 
annual level. In 1979, food and agricultural aid was 
one-fourth of worldwide economic aid. Although 
most of it was to increase LDC food and agricultural 
production, such aid cannot meet the most urgent 
short-term needs. Direct food aid is essential to 
meet these needs. 

In the late 1970s, about three-quarters of the 
food aid went to low-income countries. It was 
about one-third of their cereal imports. Projections 
indicate that food deficits are likely to increase in 
the 1980s and 1990s. Yet in the early 1980s, the 
United States, which provides the bulk of total food 
aid, reduced its food assistance. 


Critics of food aid argue that it increases 
dependence, promotes waste, does not reach the 
most needy, and dampens local food production. 
Nevertheless, food aid has frequently been highly 
effective. It plays a vital role in saving human 
lives during a famine or crisis, and if distributed 
judiciously, reduces malnutrition. Unfortunately, 
poor transport, storage, administrative services, 
distribution networks, and overall economic 
complex hinder the success of food aid programmes, 
but the concept itself is not at fault. Furthermore, 
dependence on emergency food aid is less than that 
of continuing, to import commercially imported 
food. Lastly, donors can contain adverse effects of 
direct food aid if it is integrated with agricultural 
development programmes. 


strongly in this respect with financial aid tied 
to procurement in the donor country, and with 
commodity aid, both of which tend to be less than 
their nominal value. The contrast exists because 
many of the services provided under technical 
assistant programmes are scarce or unobtainable in 
the world market, and can be secured by recipients 
anly with the help of donor governments. 

Donor government assistance in recruiting 
is most important when the experts (or training 
facilities) to be supplied can be found only 
within central government departments, or within 
organizations like the post office or the army which 
are ultimately subject to central government control. 
If an expert is needed to set up or reorganize post 
office services overseas, or if on-the-job training is 
needed in the post office, then clearly this can be 
arranged only through the central government. If 
technical town clerks, or in school teaching, or even 
in non-government fields like university teaching 
or medicine, the central government can still be 
an almost indispensable intermediary; in school 
teaching, for instance, the British government 
has encouraged and helped representatives of the 
teachers’ organizations and local authorities to work 
out a code of secondment, which enables a teacher 
to work overseas for at least five years, without 
losing his pension rights, and with the certainty 
that he will have a job to return to. Although 
these arrangements do not depend upon the 
donor government having a financial interest in 
the technical experts and training facilities that 
are provided for overseas governments, a donor 
government is likely to make a more serious attempt 
to recruit people, and find training places, that 
will carry a British, German or Russian technical 
assistance label, than if it merely recruits on behalf 
of overseas governments. 

A further useful attribute of technical assistance, 
when it takes the form of educational training 
facilities in donor countries, is that since both 
donor and recipient governments take part in the 
Choice of courses, and selection of candidates, the 
types of training offered can be more closely geared 
to the needs of the recipients economy (and the 
Capability of the donor) than education which is 
Paid for privately, or by the recipient government. 
Ideally, part at least of the training provided should 
be linked with technical assistance on the ‘expert’ 


Technical Aid 


This is a kind of tied aid and is more useful for the 
recipient country in increasing the pace of economic 
development by using modern technology in some 
specific sectors of the economy. Under this aid 
programme, training facilities are provided by the 
donor country and it bears all the expenditures 
involved in the training of advisory technocrats. 





Advantages 

There are some negative aspects of tied aid. There 
is one form of tying aid which in present circum- 
stances actually tends to increase the usefulness of 
aid. This happens when aid is provided in the form 
of the services which is called ‘technical assistance’. 

Technical assistance from the donor’s point 
of view takes two main forms. First, people are 
recruited in the donor country for service overseas, 
partly, often largely, at the expenses of the donor 
government; secondly, scholarships and training 
facilities are provided in the donor country. Why is 
technical assistance singled out for special treatment 
in this way, when recipient governments might 
equally be given more financial assistance, and left 
to decide for themselves, what fraction of their aid 
should be spent on the services of foreign experts 
and on education and training overseas? 

The reason why ‘tying’ aid to technical services 
is acceptable to recipients is that it tends to increase 
the value of the nominal amount of aid spent on 
technical assistance. Technical assistance contrasts 
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side, and even with capital assistance. For example, 
if an expert is provided to reorganize and expand 
a recipient’s postal services, training should be 
provided for the men to run the new service; or if 
financial aid is provided for a new oil refinery, both 
experts and training facilities should be provided 
in engineering, management, and the other skills 
needed to operate the refinery. Donors have found 
in the past that, left to themselves, recipients have 
been reluctant to spend enough of their own 
resources on the technical expertise demanded by 
a new installation, and offers of free or subsidized 
technical assistance are, therefore, extremely useful 
in persuading recipients to accept the necessary 
advice and training. 

The independence of former colonies, especially 
those which were formerly British, has seriously 
reduced the supply of foreigners prepared or able to 
make their careers in developing countries. Under 
current conditions, advisers and teachers for work 
overseas are recruited on contract, for a maximum 
of three years (though with the possibility of 
renewed contracts in some cases), because neither 
donor nor recipient government wishes to be 
committed for longer periods. Recipient govern- 
ments are afraid of barring promotion for local 
people by taking foreigners on career terms, and 
donor governments have been unable to set up 
career services for expert advisers. The result is that 
expert advisory or even operational work overseas is 
regarded by the employee as a temporary interrup- 
tion to his career at home, and he is not willing to 
stay abroad for more than a few years, for fear of 
losing promotion in his real career. For instance, a 
young and ambitious doctor, who works overseas 
soon after he qualifies, is more than likely to miss 
any chance of becoming a consultant, which he 
might have had if he had stayed in England. 

However great the probability that foreign 
advisers, teachers, etc. will make mistakes, foreign 
influence cannot be avoided. Few societies are so 
isolated that they have been unaffected by contact 
with the products, ideas, and techniques of richer 
countries; and most are already changing so fast, 
economically and socially, that they would be 
unable to not restore their traditional institutions 
even if they wished to do so. Population growth is 
perhaps the most obvious stimulus to continued 
change, but new material and social ambitions of all 
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kinds are close competitors. Whatever the potential 
dangers of foreign influence, developing countries 
must import foreign skills and education, if they 
are to achieve economic progress, Isolation on the 
Russian or Japanese models would not be a feasible 
policy for any of the developing countries at this 
Stage, because they do not yet possess the number 
of trained and skilled people, or the determination 
to introduce technical change, that the Russians 
and Japanese possessed in the late nineteenth 
century. 


Drawbacks 


(1) The recipient country comes under heavy 
influence of donor country which cannot be 
avoided in any circumstances. 

(2) The foreign advisers are in favour of modern 
technology whether it is appropriate for the 
recipient country or not. So, they prefer 
those projects in which new and modern 
technology is used. 

(3) Some of the critics are of the opinion that 
it was the influence of Harvard Advisory 
Group during the Second Five Year Plan 
which led to the creation of Bangladesh. 

(4) Because of technical assistance, the 
indigenous technology may be affected 
adversely. 


Foreign Direct Investment 


It is also included in the category of Foreign Aid. In 
Pakistan, some examples of FDI are Lever Brothers 
(now Unilever), Bata, Philips, etc. 


Advantages 

It is sometimes argued that FDI is much cheaper 
for the recipient country because it entails no 
payment of principal or interest. But it is also 
argued that profit out flow may exceed the amount 
of repayment. Another argument is that FDI brings 
technical know-how to developing countries. But 
technical know-how can be purchased at cheaper 
rates on commercial basis. So, FDI should be 
discouraged because it is no longer beneficial for 
developing countries. FDI can be controlled by 
taking the following steps: 

(1) It should be licensed. 


(2) It should be taxed more than domestic 


(3) All abroad payments should be controlled or 





periods of time donor nations assist others without 
expecting some corresponding benefits (political, 
economic, military, etc.) in return, We can, 
therefore, characterize the Foreign Aid motivates of 
donor nations into two broad, but often interrelated 
categories: political and economic. 


investment and their books should be 
audited by the officials of the recipient 
country. 


limited. 


(4) Reinvested capital should be considered as 


Double Tied Aid 


It is also called procurement tied aid. It is the 
aid which is tied both for projects as well as for 
resources, 


TYPES OF AID 


Foreign aid is divided into two types according to 
their source. 
1, 


Way Donors GIVE AID 


Donor countries give aid primarily because it 
is in their political, strategic, and/or economic 
self-interest to do so. While some development 
assistance may be motivated by moral and 
humanitarian desires to assist the less fortunate 
(e.g. emergency food relief programmes), there is 
no historical evidence to suggest that over longef 


domestic capital. Political Motivation 


Political incentives have been by far most important 
for aid-granting nations, especially for the major 
donor country, the United States. The United 
States has viewed foreign aid from its beginnings 
in the late 1940s under the Marshall Plan, which 
aimed at reconstructing the war-torn economies 
of Western Europe, as a means of containing the 
international spread of Communism. When the 
balance of cold war interests shifted from Europe 
to the Third World in the mid 1950s, the policy of 
containment embodied in the US aid programme 
dictated a shift in emphasis toward political, 
economic, and military support for ‘friendly’ less 
developed nations, especially those considered 
geographically strategic. Most aid programmes to 
developing countries were, therefore, oriented more 
toward purchasing their security and propping up 
their sometimes shaky regimes than promoting 
long-term social and economic development. The 
successive shifts in emphasis from South Asia to 
South-east Asia, to Latin America, to the Middle 
East, and back to South-east Asia during the 1950s 
and 1960s, and toward Africa in the 1980s reflect 
changes in the strategic and political interests of 
the United States more than changing evaluations 
of economic need. 

Even the Alliance for Progress, inaugurated 
in the early 1960s with such fanfare and noble 
thetoric about promoting Latin American economic 
development, was in reality formulated primarily as 
a direct response to the rise of Fidel Castro in Cuba 
and the perceived threat of Communist takeovers in 
other Latin American countries. Once the security 
issue Jost its urgency and other more pressing 
Problems came to the fore (the war in Vietnam, 
the growing dollar crisis, the rise in US domestic 
Violence, etc.), the Alliance for Progress stagnated 
and began to fizzle out. Our point is simply that 
Where aid is seen primarily as a means of furthering 
the interests of the donor country, the flow of 


Bilateral Aid: The aid which is given from 
the government of the donor country to 
the recipient country is called bilateral aid. 
It depends upon political and economic 
relationships of various countries as well as 
on the will of the donor country. 
Multilateral Aid: Multilateral aid is given 
by certain financial institutions, agencies 
or organizations to the government of the 
developing country. It is distributed in a 
fair manner in order to raise the pace of 
economic development. So, it is better than 
bilateral aid which is given on the basis 
of political considerations and the fear of 
the domination of a donor country is also 
removed in the case of multilateral aid 
which may be helpful in raising the pace of 
economic development. 
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funds tends to vary in accordance with the donor's 
political assessment of changing international 
situations and not the relative need of different 
potential recipients. 

The experience of other major Western donor 
countries like Great Britain and France has been 
similar to that of the United States. Although 
exceptions can be cited (e.g. Sweden, Norway, 
perhaps Canada), by and large these Western donor 
countries have utilized foreign aid as a political lever 
to prop up or underpin ‘friendly’ political regimes in 
Third World countries, (regimes whose continued 
existence they perceived as being in their ‘national 
security’ interests). Most socialist aid, especially 
that of the Soviet Union, grew out of essentially the 
same political and strategic motivations, although 
its form and content may have been somewhat 
different. Soviet aid programmes to Cuba, Angola, 
and Syria provide obvious examples. 


Economic Motivations 
Two-Gap Models and Other Criteria 


Within the broad context of political and strategic 
priorities, Foreign Aid programmes of the developed 
nations have had a strong economic rationale. In 
fact, while the political motivation may have been of 
paramount importance, the economic rationale was 
at least given greater lip service as the overriding 
motivation for assistance. 

The principal economic arguments advanced in 
support of foreign aid are as follows: 

Foreign Exchange Constraints: External finance 
(both loans and grants) can play a critical role 
in supplementing domestic resources in order to 
relieve savings or foreign exchange bottlenecks. 
This is the familiar ‘two-gap’ analysis of foreign 
assistance. 

The basic argument of the two-gap model is that 
most developing countries are faced either with a 
shortage of domestic savings to match investment 
opportunities or a shortage of foreign exchange 
to finance much needed imports of capital and 
intermediate goods. Most two-gap models assume 
that the savings (domestic real resources) and - 
foreign exchange gaps are unequal in magnitude 
and that they are mutually independent; that is, 
there is no substitutability between savings and 
foreign exchange. This assumption is obviously 
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unreal but it greatly facilitates the mathematical 
analysis. 

The implication that follows is that one of the two 
gaps will be ‘binding’ or ‘dominant’ for any LDC at a 
given point in time. If, for example, the savings gap 
is dominant, this would indicate that the country is 
operating at full employment and is not using all of 
its foreign exchange earnings. It may have enough 
foreign exchange to purchase additional capital 
goods for export, but there is not enough excess 
domestic labour or other productive resources to 
carry out additional investment projects. The import 
of such capital goods would only redirect domestic 
resources from other activities and probably lead 
to inflation. As a result, ‘excess’ foreign exchange, 
including foreign aid, might be spent on the import 
of luxury consumption goods. Such a country is 
said to have a shortage of ‘productive resources’ 
which, from a different view point, can be regarded 
as a shortage in saving. An outstanding example 
of ‘savings gap’ nations would be the Arab oil 
states during the 1970s. Note, however, that the 
‘savings gap’ analysis overlooks the possibility that 
excess foreign exchange can be used to purchase 
productive resources—for example, Saudi Arabia 
and Kuwait used their surplus petrodollars to pay 

for hired labour from non-oil-exporting countries 
in the region and overseas. ‘Savings gap countries; 
therefore, do not need foreign aid. 

Most developing countries, however, are 
assumed to fall into the second category where the 
foreign-exchange gap is binding. These countries 
have excess productive resources (mostly labour) 
and all the available foreign exchange is being 
used for imports. The existence of complementary 
domestic resources would permit them to undertake 
new investment projects if they had the external 
finance to import new capital goods and associated 
technical assistance. Foreign aid can, therefore, play 
a critical role in overcoming the foreign exchange 
constraint and raising the real rate of economic 
growth.! 

Algebraically, the simple two-gap model can be 
formulated as follows: 

1, The savings constraint or gap: Starting with the 

identity that capital inflows (i.e. the difference 
between imports and exports) added to 


investable resources (i.e. domestic savings), 
the savings-investment restriction can be 
written as: 

I< F+sY (1) 
where F is the amount of capital inflows.If F 
plus sY exceeds J and the economy is at full 
capacity, a savings gap is said to exist. 


2. The foreign exchange constraint or gap: If 
LDC investment has a marginal import share 
m,{typically ranging from 30 per cent to 60 
per cent in most LDCs) and the marginal 
propensity to import out of a unit of GNP 
(usually around 10-15 per cent) is given by 
the parameter m;, then the foreign-exchange 
constraint or gap can be written as: 

nnd +p Y-~E< F (2) 
where E is the exogenous level of exports. 


The term F enters both inequality constraints and 
becomes the critical factor in the analysis. If F, E 
and Y are initially assigned an exogenous current 
value, only one of the above two inequalities will 
prove binding; that is, investment (and therefore 
the output growth rate) will be constrained to a 
lower level by one of the inequalities. Countries 
can, therefore, be classified according to whether the 
savings or foreign exchange constraint is binding. 
More important from the viewpoint of foreign 
aid analysis is the observation that the impact of 
increased capital inflows will be greater where the 
foreign exchange gap—Equation (2)—rather than 
the savings gap—Equation (1)—is binding. But this 
does not imply that ‘savings gap’ countries do not 
need foreign aid. Two-gap models simply provide 
a crude methodology for determining the relative 
need and ability of different LDCs to use foreign 
aid effectively. 

The problem is that such gap forecasts are very 
mechanistic and are themselves constrained by the 
necessity of fixing import parameters and assigning 
exogenous values to exports and net capital 
inflows. In the case of exports, this is particularly 
constricting since a liberalization of trade relations 
between the developed and the developing world 
would contribute more toward relieving foreign 
exchange gaps than foreign aid. Although E and 
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F are substitutable in Equation (2), they can have 
quite different indirect effects, especially in the case 
where F represents interest-bearing loans that need 
to be repaid. Thus, the alteration of import and 
export parameters through both LDC and developed 
country government policy can in reality determine 
whether the savings or foreign exchange constraint 
is restricting the further growth of national output 
(or, in fact, whether neither is binding). 

Growth and Savings. External assistance also 
is assumed to facilitate and accelerate the process 
of development by generating additional domestic 
savings as a result of the higher growth rates that it 
is presumed to induce. Eventually, it is hoped the 
need for concessional aid will disappear as local 
resources become sufficient to give the development 
process a self-sustaining character. | 

Technical Assistance. Financial assistance 
needs to be supplemented by ‘technical assistance’ 
in the form of high-level manpower transfers to 
assure that aid funds are most efficiently utilized to 
generate economic growth. This ‘manpower gap- 
filling process is thus analogous to the financial- 
gap-filling process mentioned earlier. . 

Absorptive Capacity. Finally, the amount of aid 
should be determined by the recipient countrys 
‘absorptive capacity, a euphemism for its ability to 
use aid funds wisely and productively (often, the 
way donors want them to be used). Typically, the 
donor countries decide which LDCs are to receive 
aid, how much, in what form (i.e. loans or grants, 
financial and/or technical assistance), for what 
purpose and under what conditions on the basis of 
their (i.e. the developed countries’) assessment of 
LDC absorptive capacities. But the total amount of 
aid rarely has anything to do with the Third World 
absorptive capacities; typically, foreign aid is a 
residual and low priority element in donor country 
expenditure. In most instances, the recipient 
countries have had little say in the matter. 


Economic Motivations and Self-Interest 


The above arguments on behalf of foreign aid as a 
crucial ingredient for LDC development, should 
not mask the fact that even at the strictly economic 
level, definite benefits accrue to donor countries as 
4 result of their aid programmes. The increasing 
tendency toward providing loans instead of outright 


CHAPTER? Resource Mobilization 129 


grants (interest-bearing loans now constitute over 
80 per cent of all aid compared to less than 40 per 
cent in earlier periods) and toward Typing Aid to 
the exports of donor countries has saddled many 
LDCs with substantial debt repayment burdens. 
it has also increased their import costs often by 
as much as 40 per cent. These extra import costs 
arise because the aid tied to donor countrys 
exports limits the receiving nation’s freedom to 
shop around for low-cost and suitable capital and 
intermediate goods. Tied aid in this sense is clearly a 
‘second best’ option to untied aid (and perhaps also 
to free trade through a reduction of in the import 
barriers developed countries). As one former US aid 
official candidly put it: 

‘The biggest single misconception about the 
foreign aid programme is that we send money 
abroad. We don’t. Foreign aid consists of American 
equipment, raw materials, expert services and 
food—-all provided for specific development projects 
which we ourselves review and approve .. . 93 per 
cent of AID funds are spent directly in the United 
States to pay for these things. Just last year some 
4,000 American firms in 50 states received US$1.3 
billion in AID funds for products supplied as part 
of the foreign aid programme. 

Similarly, a former British minister of overseas 
development once noted that ‘about two-thirds 
of our aid is spent on goods and services from 
Britain . . . trade follows aid. We equip a factory 
overseas and later on we get orders for spare parts 
and replacements .. . (aid) is in our long-term 
interest. 


Wuy LDC RECIPIENTS ACCEPT AID 


The reasons why Third World nations, at least until 
recently, have been very eager to accept aid, even in 
its most stringent and restrictive forms, have been 
given much less attention than the reasons why 
donors provide aid. This omission is puzzling in 
view of the many instances where both parties may 
have conflicting rather than congruent motives and 
interests. Basically, one can identify three reasons— - 
one major and two minor—why LDCs have sought 
foreign aid. i 
The major reason is clearly economic in 
concept and practice. Third World countries 
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have often tended to accept uncritically the 
proposition, typically advanced by developed 
country economists, taught in all university 
development courses and supported by reference to 
‘success’ cases like Taiwan, Israel, and South Korea 
to the exclusion of many more ‘failures’ that aid is a 
crucial and essential ingredient in the development 
process. It supplements scarce domestic resources, 
helps to transform the economy structurally and 
contributes to the achievements of LDC takeoffs 
into self-sustaining economic growth. Thus, the 
economic rationale for aid in LDCs is based largely 
on their acceptance of the donor’s perceptions of 
what the poor countries require to promote their 
economic development. 

Conflicts generally arise, therefore, not out of 
any disagreement about the role of aid but over its 
amount and conditions. Naturally, LDCs would like 
to the have more aid in the form of outright grants 
or long-term low-cost loans with a minimum of 
strings attached. This means the abolition of tying 
aid to donor exports and the granting of greater 
attitude to the recipient countries to decide for 
themselves what is best in their long-run develop- 
ment interests. 

The two minor though still important motivations 
for LDCs to seek aid are political and moral. In some 
countries, aid is seen by both donor and recipient 
as providing greater political leverage to the existing 
leadership to suppress opposition and maintain 
itself in power. In such instances, assistance takes 
the form of not only financial resource transfers but 
military and internal security reinforcement as well. 
While South Vietnam represents the most dramatic 
illustration of this ‘aid’ phenomenon in the 1960s, as 
do perhaps Iran in the 1970s and Central America 
in the 1980s, many other Third World nations 
also have this political motive. The problem is that 
once aid is accepted, the ability of the recipient 
governments to extricate themselves from implied 
political and/or economic obligations to donors 
and prevent donor governments from interfering 
in their internal affairs can be greatly diminished. 

Finally, we come to the moral motivation. 
Whether on grounds of basic humanitarian 
responsibilities of the rich toward the welfare of the 
poor or because of a belief that the rich nations owe 
the poor ‘conscience money’ for past exploitation, 
many proponents of foreign aid in both developed 





benefiting the small elite groups in LDCs that, in 
many cases, were richer than the taxpayers. Given 
the declining real value of Western aid programmes, 
hope arose among the LDCs that the vast new oil 
wealth generated by the OPEC trade surpluses in the 
1970s might help to compensate for lost revenues. 


and developing countries believe that rich nations 
have an obligation to support the economic and 
social development of the Third World. They then 
go on to link this normal obligation with the need 
for greater LDC autonomy with respect to the 
allocation and use of aid funds. 


CONCLUSION: 
A New PERSPECTIVE OF FOREIGN AID 


THE EFFECTS OF AID 


The issue of the economic effects of aid, like that of 
the effects of private foreign investment, is fraught 
with disagreements. On one side are the ‘economic 
traditionalists, who argue that aid has indeed helped 
to promote growth and structural transformation 
in many LDCs. On the other side are those who 
argue that aid does not promote faster growth but 
may in fact retard it by substituting for, rather than 
supplementing, domestic savings and investment 
and by exacerbating LDC balance of payments 
deficits as a result of rising debt repayment 
obligations and the linking of aid to donor country 
exports. 

Aid is further criticized for focusing on and 
stimulating the growth of the modern sector, 
thereby increasing the gap in living standards 
between the rich and the poor in Third World 
countries. Some would even assert that Foreign Aid 
has been a positive force for anti-development in the 
sense that it retards growth both through reduced 
savings and severe income inequalities. Rather than 
relieving economic bottlenecks and filling gaps, aid, 
and for that matter private foreign investment, not 
only widens existing savings and foreign exchange 
resource gaps but may even create new ones (e.g. 
urban=rural or modern-sector-traditional-sector 
gaps). 

Quite apart from these criticisms, the 1970s 
and 1980s witnessed a growing disenchantment 
with foreign aid on the donors’ side, as domestic 
issues like inflation, unemployment, government 
deficits, and balance of payments problems gained 
priority over international cold war politics. 
During this period, one often heard the expression 
‘aid weariness’ used to describe the attitudes of 
developed countries toward foreign assistance. 
Taxpayers became more concerned with domestic 
economic problems especially as they realized that 
their tax dollars allocated to foreign aid were often 


The combination of ‘aid disillusionment’ on the part 
of many Third World recipients and ‘aid weariness 
among some traditional developed country donors 
does not augur well for the continuation of past 
relationships. But, it can be argued that this is 
desirable rather than disheartening. Dissatisfaction 
on both sides creates the possibility for new 
arrangements characterized by greater congruence 
of interest and motivation on the part of the donors 
and the recipients. A lower volume of aid from the 
developed nations that is, however, geared more 
to the real development needs of recipients and 
permits them greater flexibility and autonomy 
in meeting their development priorities would 
on balance represent a positive step. The rising 
proportion of development assistance funds now 
being channelled through multilateral assistance 
agencies like the World Bank, whose political 
motives are presumably less narrowly defined 
compared with those of individual donor countries, 
is also a welcome development. It tends to minimize 
one of the major criticisms of the past Foreign Aid 
Practices, that is, the linking of economic aid to 
Political conditions. 

More aid is better than less aid for some of the 
reasons outlined earlier. But from the viewpoint of 
LDC recipients, whatever the sources and volume 
of aid, the more it takes the form of outright grants 
and concessional loans, the less it is tied to donor 
exports, the more autonomy is permitted in its 
allocation and the more it is supplemented by the 
reduction of donor country tariff and non-tariff 
trade barriers against the Third World exports, 
the greater will be the development impact of 
this foreign assistance. In fact, many argue that 
better opportunities for profitable trade with the 
industrial nations are much more vital to the 
Third World economic growth than quantitative 
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increases in development assistance. Although it 
may seem wishful thinking to imagine that rich 
countries (both capitalist and socialist) will move 
in the direction of such real development-oriented 
trade and aid policies that at first, glance appear 
to be against their economic self-interests, on 
closer examination, this viewpoint may not be so 
farfetched after all. 
As the realities of global interdependence slowly 
penetrate the political perceptions of developed 
nation governments, and perhaps eventually their 
populaces as well, it may begin to dawn on them 
that their real long-run economic and political 
interests in fact lie with the achievement of broad- 
based development in Third World nations. 
Eliminating poverty, minimizing inequality, and 
in general raising levels of living for the masses of 
LDC peoples may just turn out to be in the most 
fundamental ‘self-interest’ of developed nations, 
not because of any humanitarian ideals (though 
one would hope that these are present) but simply 
because in the long run there can be no two futures 
for mankind, one for the very rich, the other for 
the very poor, without the proliferation of global 
conflict. Enlightened self-interest, therefore, may be 
the only peg on which to build the hope for a ‘new 
international economic order, one in which both 
foreign assistance and private investment can begin 
to make a real and Jasting contribution to Third 
World development. 


THE TWO-GAP MODEL WITH 
SPECIAL REFERENCE TO PAKISTAN 


In the previous section, we used the ‘two-gap model 
as an economic reason for giving aid. Let us discuss 
it in detail. 

Hollis Chenery and A. Strout have put forth 
the ‘two-gap’ approach to economic development. 
The idea is that saving gap and foreign exchange 
gap are two separate independent constraints on 
the attainment of a target rate of growth in LDCs. 
Chenery sees foreign aid as a way of filling these two 
gaps in order to achieve the target growth rate of the . 
economy. 

in an economy where the demand of investment 
cannot be met entirely by domestically generated 
savings nor through imports financed by the 
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country’s own export earnings, resources are 
transferred from abroad in the form of either loans, 
credits, grants, remittances, or direct private foreign 
investment. This is the traditional ‘two-gap’ or dual 
approach to the analysis of the role of foreign aid 
in economic development where foreign resources 
are assumed to fill both a saving-investment gap 
as well as a foreign exchange gap in the recipient 
country. According to the assumptions of the two- 
gap model, FA, given an MPS, raises the level of 
domestic savings by raising the level of income and 
exports with the result that at some terminal date, 
FA inflows are reduced to zero. 

According to this model, a country passes 
through three stages on its way to self-sustained 
growth. In the first stage, the dominant constraint 
is that of absorptive capacity, ie. the economy is 
so primitive and backward that it cannot invest 
beneficially the minimum amount, 15 per cent or 
sO, necessary to achieve the required rate of growth 
of 5 to 6 per cent. The purpose of FA at this stage is 
to increase the absorptive capacity of the country by 
providing technical assistance, training, education, 
managerial ability, entrepreneurial talent and so on. 
Once the absorptive capacity of the economy has 
increased sufficiently, the constraint on growth is 
that of domestic savings. A country with a low level 
of income and a large proportion of its population 
at subsistence level can hardly be expected to save 
15-20 per cent of its NI. The suggested way out 
is that Foreign Aid may be used to supplement 
domestic savings and fill the gap between domestic 
savings and the investment required for a reasonable 
level of growth. At the same time, there may also 
be a deficit on the balance of payments but, for a 
while, the savings gap will be greater than the trade 
gap and during this stage the saving gap is said 
to be dominant. However, as the economy grows, 
more and more inputs are required in the form of 
capital goods, industrial raw materials, etc. Exports 
cannot keep pace with the increasing imports and 
the resultant difference between the two becomes 
larger and larger until it exceeds the difference 
between domestic savings and the required savings. 
At this stage, the trade gap is said to be dominant 
and the foreign aid is now required to bridge this 
gap and in so doing the saving gap is also more than 
filled, It is then argued that as the economy develops 
further, rising levels of income result in an increase 


in savings as a proportion of national income until 
the required level is attained and the savings gap 
is closed. Also, as development proceeds, first the 
import substitution of consumer goods and then the 
export and import substitution of capital goods takes 
place with the result that exports grow faster than 
the imports and ultimately catch up with them and 
hence the trade gap is also closed. With the closing 
of this gap, the need for foreign aid is also ended. 


A Critical Appraisal 


The two-gap theory is criticized on the following 
grounds: 

1. The model is based on some unrealistic and 
restrictive assumptions. It presupposes that 
an increase in domestic savings cannot be 
utilized as a substitute for the required foreign 
exchange to maintain investment for the 
target growth rate. It further assumes that the 
country cannot follow export promotion and 
import substitution policies. It also assumes 
structural rigidities and non-substitutability 
between different types of goods. 

2, The two-gap model does not take the account 
of the debt servicing charges and secondly, it 
fails to incorporate the terms and conditions 
attached to the aid which, in many cases, may 
prevent the recipient country from adopting 
policies that reduce its dependence on foreign 
aid. 

3. Critics point out that the LDCs with dominant 
savings constraint do not need foreign aid. A 
dominant saving gap implies that the country 
is functioning at a full employment level. It 
is, therefore, not utilizing its foreign exchange 
to import capital goods for investment 
purposes because the domestic resources are 
fully employed. As there is full employment, 
investment in capital goods through imports 
will lead to inflation. 

4. Moreover, this approach does not consider the 
absorptive capacity of the economy and the 
ability to formulate and execute productive 
projects with aid. 

5. The two-gap analysis is a highly aggregative 
approach which treats all types of capital 
investments as homogeneous. This is un- 
realistic because the capital requirements 








of LDCs are meant for specific needs and 
they receive foreign aid for different sectors. 
industries and projects. 

6. Further, the two gaps are mechanistic. They 
assume stable values of the parameters in 
future. But this is unrealistic because the 
capital output ratio and the marginal savings 
rate change over time, depending on the 
domestic conditions and policies. After 
all, foreign aid cannot be exclusively relied 
upon to fill these gaps in the long run. This 
two-gap model is very mechanistic in that it 
lays emphasis on filling the gaps rather than 
transforming the economy with aid. 


THE Two-GAaPp MODEL AND PAKISTAN 


The Pakistan Planning Commission using this 
model, projected a magic point where no further aid 
would be required to be at the end of the perspective 
plan, i.e. 1985. However, looking at the past we find 
that none of the conditions necessary for achieving 
self-sufficiency as regards to aid have been fulfilled. 


Savings Gap 


As far as the first stage of limitation of absorptive 
capacity is concerned, this is applicable only to 
very backward countries and has never been an 
important factor in Pakistan. For the second and 
third stages to be successfully completed certain 
conditions have to be satisfied. For example, 
to bridge the savings gap it is required that the 
marginal rate of savings must exceed the required 


Table 7.5 National Savings, Investment, and SI Gap 


Investment 
Year as per cant of GDP 
(Current MP} 


weet IY 


19705 17.1 
19805 16.7 
19905 18.3 
2007-2008 18.9 
2008~2009 18.2 


2009-2010 15.4 
2010-2011 (R) 13.1 
2011-2012 (P) 125 
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investment rate, i.e. savings as a proportion of 
income must increase over time it reaches until 
they reach 15 to 20 per cent. But Prof. Anis-ur- 
Rehman and others have shown that this is not 
happening in most of the underdeveloped countries. 
A cross country analysis of 37 developing countries 
showed a negative relation between savings and the 
net inflow of foreign capital, both being taken as 
a proportion of gross domestic product. Another 
study indicated that 18 out of 20 Latin American 
countries showed that an increase in foreign capital 
would reduce rather than increase gross domestic 
savings, all other things remaining unchanged. 

Pakistan perhaps provides the most striking 
example of such a case. Over the last two decades, 
it has been one of the most successful developing 
countries in its aid negotiations and its GDP has also 
increased remarkably. But we find that this hardly 
has any impact on its domestic savings which have 
remained low. Table 7.5 shows Pakistan’s national 
savings, investment, and SI gap as percentage of 
GNP in different years. 

We can see from Table 7.5 that there is no 
systematic pattern of SI Gap. The foreign capital 
inflow has constantly been increasing during this 
period but in the early eighties there was a notable 
fall in the gap. 

This shows that despite resorting to many 
measures, it has not been possible to increase 
the country’s savings ratio. One must, therefore, 
conclude that in the foreseeable future there seems 
hardly any hope of closing the savings gap and 
under the present economic set up the country will 
continue to rely on aid to fill this gap. 


Saving 
as per cent of GOP 
{Current MP} 


SI Gap 


11.2 5.9 
14.8 3.9 
13.0 5.3 
16.90 2.0 
9.6 8.4 
93 6.1 
13.3 -0.2 
8.9 3.6 


Source: Pakistan Economic Survey 2011-2012, Islamabad; Government of Pakistan, Finance Division,(Statistical Appendix). 
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Trade Gap 


Table 5.1 (Chapter 5 page. 85) gives details relating 
to the trade gap. If the trade gap is less and 
ultimately could be closed, it is essential that at 
some stage the exports must grow faster than the 
imports. 


TYPES OF AID TO PAKISTAN 


Project Assistance 


The large bulk of foreign aid received by Pakistan 
has been in the form of project assistance which is 
tied in most cases, to both source and utilization. 
Project aid is allocated for particular developmental 
ventures like irrigation projects or large industrial 
and communication networks which require a 
substantial imported component. 

Besides the imported component, there is also 
a local finance component of a particular project 
which has to be covered by raising the necessary 
resources domestically. Once the domestic compo- 
nent of the project has been raised, the government 
has to open a special account for the project and 
withdrawals from this account are possible only 
after the approval of the aid mission of the donor 
countries or agencies. 


Commodity Assistance 


Commodity assistance, the second largest component 
amongst the different types of aid received by 
Pakistan, has allowed some degree of flexibility to 
the country by not being tied to utilization although 
in most cases it is tied to sources. For this reason 
Pakistan has preferred commodity assistance over 
project assistance. However, commodity assistance 
as a ratio of total aid decreased from 34 per cent in 
1960-65 to 23 per cent in 1979-80. 


Food Aid (PL 480) 


The third largest component of aid received by 
Pakistan is commodity assistance provided by 
USA under PL 480 through the sale of surplus 
agricultural commodities. These commodities, 
ranging from wheat to edible oil, have been 
purchased by the Pakistan government from the US 


government and were paid for in Pakistani rupee till 
1967 and in rupee and dollar after 1967. The funds 
generated from the sale of these surplus agricultural 
commodities are then deposited in a special 
counterpart fund controlled by the US government 
through its aid mission to Pakistan. The allocation 
of these funds, termed as aid, between activities has 
been the prerogative of the US government. 


Technical Assistance 


Although technical assistance has comprised a small 
proportion of total foreign economic assistance, this 
type of foreign aid is of great significance because it 
covers the services of foreign experts as well as the 
training of Pakistani experts abroad. 

Foreign technical experts generally accompany 
particular projects which are a part of the project 
assistance provided to the recipient countries. As 
these foreign experts are paid much higher salaries 
than what a local person of the same qualification 
receives, the real value of technical assistance is 
reduced with obvious resentment amongst local 
experts. Moreover, the typical foreign expert comes 
to Pakistan for a short duration (one or two years). 
By the time he has gained some experience of the 
local conditions, it is time for him to return with the 
result that he is unable to grasp the complexities of 
the social organization which have a direct bearing 
on the project's successful implementation. 


SOURCES OF AID 


Pakistan has been receiving foreign aid from 
various sources which can be grouped under three 
main categories: consortium, non-consortium, 
and Islamic countries. Of these, Aid-to-Pakistan 
Consortium has been the single largest source, 
providing 80 per cent of the total gross inflow of 
aid, consisting of 50 per cent on bilateral and 30 
per cent on multilateral basis. The remaining 20 per 
cent has been shared by both the non-consortium 
and Islamic countries. Source-wise capital inflow 
for some recent years is given in Table 7.6. 
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Table 7.6 Sources of Aid to Pakistan 
Source 2005-2006 2008-2009 2003-2010 2010-2011 

79 
4. Consonium 607 §92 1,602 iin 
# Non-consortium 26 = ; ; 
3. tslamic Countries 367 1 : 
4, Others 2 2 


Tota! pce 


Sources: Annual Report 2010-11, State Bank al Pakistan, Karachi,Table 9.7, Vol-2, p. 57. 


Basic CONCEPTS RELATING FOREIGN AID 


Before discussing the foreign capital inflow in 
Pakistan, it is important to distinguish between 
pledges, commitments, disbursement, and utilization 
of aid. These terms are frequently used to describe 
the various stages through which foreign aid passes 
before being utilized by the recipient countries. 
A pledge is a promise by the donor to advance 
a specified amount of foreign aid; commitment 
implies the allocation of foreign aid by the donor for 
specific projects or programmes; disbursement of 
aid means the transfer of resources from the donor 
to the recipient; and utilization implies the actual 
implementation of foreign aid financed projects. In 
the case of Pakistan, as in most other developing 
countries, disbursement and utilization have often 
fallen short of aid pledged and committed by the 
donors either due to Pakistan's inability to raise 
the domestic resource component or due to a lack 
of absorptive capacity in certain sectors or due to 
a change in the foreign aid policy of the donor 
countries. 


FOREIGN AID TO PAKISTAN 


Pakistan, like many other developing countries, has 
been relying on foreign assistance to supplement 
National savings to finance investment. In order to 
bridge the resource gap, it started foreign borrowing 
48 early as 1950s. 


Impact of Aid 


The basic policies of development which Pakistan 
4s been following so far are dictated by the 


aid giving countries in general and the USA in 
particular. These countries exert considerable 
influence over the framing and implementation of 
the development plans. 


Basic Strategy 


« During the initial stages of growth, trained 
personnel are sent from abroad who direct the 
policies of the underdeveloped country. — 

« Local experts in the later stage receive training 
in the donor country on the lines which the 
donor want them to follow. 

» Plans are submitted to consortium who decide 
how much aid they will give and as a conse- 
quence plans are formulated according to 
their will. 

« Technical assistance is an important means 
for averting influence. Foreign experts are 
associated in every sphere. In 1968, there 
were over 100,000 experts and volunteers 
working in the developing countries, financed 
under official programmes. If we also include 
consultants and other experts supported by 
private organizations, the number would be 
doubled. 

« The aid giving country can exercise control 
over the recipient country by manipulating 
disbursement of loans. 

« Authority exercised by the international 
economic associations, i.e. World Bank and 
IMF. 


As a result, a recipient country like Pakistan 
becomes a puppet in the hands of consortium 
countries. 
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PAKISTAN’S DEBT SERVICING 
PROBLEMS 


Our discussion regarding Pakistan’s dependence 
on FA has so far been in terms of gross foreign 
aid which does not take into account the annual 
debt repayment on loans received from foreign 
sources. By subtracting the annual debt servicing 
(repayment of principal and interest) from gross 
aid, we deduce the net FA which is available to the 
recipient countries for financing their imports and 
gross investments. 

The annual debt servicing charges shown in 
official statistics are net of relief provided in the 
form of a moratorium. A moratorium on debt 
means the postponement of the annual debt 
servicing obligations till some later time. This 
no doubt provides temporary relief to a foreign 
exchange crisis ridden country. But since the debt 
has to be eventually repaid, a moratorium only 
delays the repayment, by increasing its foreign 
exchange earnings, that would at some later stage be 
in a position to fulfil its debt servicing obligations. 

In the case of Pakistan, foreign debts assumed 
large and unmanageable dimensions after the break- 
up of the country in the early seventies. Since then, 
and until recently, a moratorium on the annual 
debt servicing has been granted to Pakistan so that 
the country may be able to tide over its foreign 
exchange problems. Unfortunately, in spite of 
all the efforts, debt servicing has been constantly 
increasing over time. 


DEBT MANAGEMENT IN PAKISTAN 


three Gaps 


Ideally, there should be planning without debt. This 
is the hallmark of a self-reliant approach. However, 
since there are three gaps found in the developing 
countries, foreign assistance is solicited. These 
gaps include savings and investment gap, balance 
of payments gap and budget gap. Nevertheless, it 
is incumbent on the economic managers to utilize 
the loans in the most efficient manner so that the 
benefits are much more than the cost involved. 


Composition 


In the earlier years of Pakistan, the element of 


grants was greater than loans. With the passage of | 


time, this trend has reversed. This is statistically 
backed up by some figures in Table 7.7. 


The Ninth Five Year Plan was not officially released, 


Debt Servicing 


Cost of debt and its repayment also cause serious 
problems for a country. The recurring federal 


budget of Pakistan 2004-2005 carries the highest | 
current expenditure in the shape of debt servicing | 


(37 per cent of total current expenditure). Concrete 
steps of non conventional type and of innovative 
nature are the crying need to tackle the problem of 
reducing debt servicing burden. 


Sources of Debt 


Based on available statistics of the Government 
of Pakistan, foreign debt of Pakistan is US$35.85 
billion (US$27 billion long-term and US$6 billion 
short-term). Lending countries/agencies include 
four major components namely multilateral 
consortium, bilateral consortium, non-consortium 
countries, and Muslim countries. 


Debt-GNP Ratio 


Debt-GNP ratio is an important indicator. The 
lower the ratio, the better is the position. Moreover, 
the success story of Latin American countries is 
highly instructive. A good idea is to study the steps 
taken in this respect and try to introduce the samé 
steps in Pakistan to ensure improvement. 

The overall position of debt payable in rupees 
and in foreign exchange together with the total debt 
is tabulated in Table 7.8. Public debt as percentagé 
of GDP and total revenue is also shown in this table. 


Solution 


The Government of Pakistan has announced a foul 
point strategy to reduce debt in Pakistan. Thes¢ 
include National Debt Retirement Programm® 
special drive to boost exports, liberal incentives ' 
attract foreign investment and improve nation® 
savings. On 20 February 1998, the’ Federal Financ 
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Table 7.7 Pakistan: Composition of Loans and Grants 


Period (Plan/Year) Loan per cent Grants per cant Total per cent 


4947-1960 44 56 as 
Second Plan (1960-65) 62 38 pee 
Third plan (1965-70) 76 24 be 
Non Plan (1971-78) 85 12 i 
Fifth Plan (1978-83) 78 22 oe 
Sixth Pian (1983-88) 77 23 ee 
Saventh Plan (1998-93) 84 16 is 
Eighth Plan (1993-98) 91 ) 
Alter the 8th Five Year Plan, no Five Year Plan was officially announced. 
Rs. billion 
Table 7.8 Public Debt ( ) 
Mid 
: Mid Mid Mid Mid Mid Mid 002 
cabicwlers 1980 1990 1996 1999 2000 2001 (End Mar) 
Debi Payable in Rupees@ 59.8 373.6 $03.9 1389.3 1,575.9 1722.9 1638.6 
(38 5) 46.6) (47.7) (47.5) (48.6) (45.4) (45.4) 
8.5 
Debt Payable In Forelgn exchange 95.6 427.6 992.0 1,594.7 1669.2 2070.1 196 : 
(61.5) (53.4) (52.3) (53.2) (50.8) (54.6) (54.6) 
Total Public Debt 155.4 801.2 1895.9 2924.0 3245.1 3793.0 pele 
Tota! Revenue (Absolute) 49.0 158.8 368.3 463.6 536.8 546.4 ee 
GDP (mp) (Rs. billion) 276.2 673.8 2120.2 2938.4 3147.2 3416.3 
Public Debt As per cent of 
{i} GDP (mp} 55.9 91.7 88.5 93.5 103.7 14.0 sage 
(i) Total Revenue 317.1 504.6 514.6 604.5 604.5 694 2 576. 


Note: — Fiqures in Parenthesis are Share in Totai Debt. } 
Sources: Debt Reduction and Management Committee Summary Repan on A Debt Burden Fieduction and Management Strategy tslamabad: 
Government of Pakistan, Finance Division, March 2001, Table - ‘ he See 
e Excluding FEBC, FCBC, US Dollar Bearer Certificates and Specia ollar Bonds. 
Pekin Eoonomic Survey 2000-2001, tslamabad: Government of Pakistan, Table 5.9, p 74; 2001-2002, Table 5.9, p. 74. 


Minister of Pakistan unfolded a twelve point Table 7.9 Pakistan External Debt and Ltabilities 


Strategy for tackling debt management problem of == FY Amount USS (Billion) 
Pakistan. This was announced in his speech while 2007 40 
inaugurating the Eighth Management Accountants zune = 
International Conference. These objectives serve SiG 57 
4S a will contribution of the Institute of Cost and 2011 62 


a 

Source. Annual Report 2010-2011 of State Bank of Pakistan, 
Economic Report, Statistics Appendix, Vot-ll, Karachi, 
Table §.10, p. 96. 


Management Accountants of Pakistan. 


Pp : 

AKISTAN’S EXTERNAL DEBT Steps to Reduce Debt 
A statistical analysis of Pakistan’s external debt 
is piven in Table 7.9. At the end of March 2012, 
Public Debt stood at Rs. 12 trillion. It was 58.2 per 
Cent of GDP. As of the above total external debt was 
US$57.8 billion. 


Steps for reducing the debt are: 
1. National Debt Retirement Programme 
2, Special drive to boost exports 
3, Liberal incentives to attract foreign investment 
4, Improve national savings 
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Management Policy 


In view of our loudly proclaimed goal of achieving 
self-reliance as well as sustaining a high rate of 
growth in an imbalance of stability, the main 
objectives of external debt management should be: 
(a) to ensure that the growth of external debt does 
not outstrip the capacity to service it; (b) to minimize 
the cost of debt servicing; (c} to integrate debt service 
management with macroeconomic management: 
(d) to ensure adequate net transfer of external 
resources; (e) to gradually reduce dependence on 
external loans; (f) to increase the rate of utilization 
from the existing pipeline of committed undisbursed 
loans; and (g) to maintain a margin of borrowing 
capacity for unforeseen emergencies. 

A suggestion is sometimes made that in order to 
hasten our progress on the path of self-reliance, we 
should adopt a policy of ‘zero’ new external debt. 

It would disrupt the entire process of our ongoing 
development programme and have an adverse 
impact on economic growth and employment aside 
from seriously straining the fiscal position of the 
government and aggravating the fragile balance of 
payments position of the country. The feasible option 
for us would be to eschew contracting of short and 
medium term external debt with an initial maturity 


















of 1-5 years for the. coming five years. Furthermore, 
all foreign loans and credits with an initial maturity 
of over 5 years and up to 12 years should be subject 
to a ceiling with a view to improving the maturity 
profile of the country's debt. This ceiling should be 
determined in relation to the sustainable ratios. 

To enhance the effectiveness of external debt 
management, it would be desirable to assign to 
the newly established Monetary and Fiscal Policies 
Coordination Board the task of approving the overall 
external debt strategy and authorizing an annual 
level of external borrowing that is consistent with 
current external account and international reserves’ 
targets, fiscal targets, and monetary aggregates, 

A formal ceiling on the level of external borrowing 
promotes discipline and helps to focus attention on 
crucial macroeconomic issues. The Board should 
also lay down guidelines for borrowing by private 
sector and non-guaranteed external borrowing. 

In recent years, debt reduction and management 
strategy (DRMS) and a one-off stock adjustment of 
domestic debt is enabling Pakistan to make concrete 
progress towards a sound and sustainable debt path. 
However, Pakistan has still a long way to go and 
existing debt problems require sustained macro- 
economic discipline over a number of years, 
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HEALTH 


Overview: In the entire span of human history, it 
is only during the last 40 years that life expectancy 
has improved. In 1950, life expectancy in the 
developing countries was 40 years and by 1990, it 
had increased to 63 years. In 1950, 28 out of every 
100 children died before their fifth birthday but by 
1990, the number had fallen to 10, Smallpox, which 
killed more than 5 million annually in the early 
1950s, has been entirely eradicated. Vaccines have 
drastically reduced the occurrence of measles and 
polio. Not only do these medical breakthroughs 
translate into direct and significant gains in good 
health, but they also reduce the economic burden 
imposed by unhealthy workers and sick or absent 
school children. 

Despite these remarkable improvements, enor- 
mous health problems still exist. Absolute levels 
of mortality in the developing countries remain 
unacceptably high, child mortality rates are about 
ten times higher than those in the established market 
economies. If death rates among children in the 
Poor countries were reduced to those prevailing in 
the rich countries, 11 million fewer children would 
die each year. Almost half of these preventable 
deaths are a result of diarrhoeal and respiratory 
illnesses, exacerbated by malnutrition. In addition, 
every year 7 million adults die of conditions which 
could be inexpensively prevented or cured, tuber- 
Culosis alone causes 2 million of these deaths. About 
400,000 women die from the direct complications of 
Pregnancy and childbirth. Maternal mortality ratios 
are, on average, 30 times as high in the developing 
Countries as in high-income countries. 

The world is facing serious new health challenges. 
By 2000, the growing toll from Acquired Immune 
Deficiency Syndrome (AIDS) in the developing 


countries was expected to rise to more than 1.8 
million deaths annually, erasing decades of hard- 
won reductions in mortality. In November 2002, 
a deadly virus known as Severe Acute Respiratory 
Syndrome (SARS) spread in China. It mostly affected 
countries like China, Hong Kong, Taiwan, Russia, 
and Canada. Fortunately, Pakistan remained safe 
from becoming a victim of SARS, but its cotton 
exports were affected due to fear of disease and its 
transfer through direct contact. However, Pakistan 
offered its help to Chinese experts in developing 
an anti-SARS vaccine at Pakistan National Institute 
of Health and collaborated in terms of medical 
equipment, medicines or professional knowledge and 
skills to effectively fight against SARS, The malaria 
parasite’s increased resistance to available drugs 
could lead to nearly 2 million deaths a year within 
a decade. Tobacco related deaths from heart disease 
and cancers alone were likely to double to 2 million 
a year by the first decade of this century, and if the 
present smoking patterns continue, the number of 
smokers will increase to more than 12 million a year 
in developing countries in the second quarter of this 
century. 


HEALTH SYSTEMS AND THEIR PROBLEMS 


Although health services are only one factor in 
explaining past successes, the importance of their 
role in the developing world is not in doubt. Public 
health measures eradicated smallpox and have been 
central to the reduction in deaths caused by vaccine- 
preventable childhood diseases. Expanded and 
improved clinical care has saved millions of lives 
from infectious diseases and injuries. But there are 
also major problems with health the systems that, if 
not resolved, will hamper the progress in reducing 


140 = THEECONOMY OF PAKISTAN 


the burden of premature mortality and disability 
and frustrate efforts to respond to new health 
challenges and emerging disease threats, 

Misallocation: Public money is spent on health 
interventions of low cost-effectiveness, such as 
surgery for most cancers. But at the same time 
critical and highly cost-effective interventions. 
such as the treatment of tuberculosis and sexually 
transmitted diseases (STDs), remain under-funded. 
In some countries, a single teaching hospital can 
absorb 20 per cent or more of the budget of the 
ministry of health, even though almost all cost- 
effective interventions are best delivered at lower- 
level facilities, 

Inequity: Poor people lack access to basic health 
services and receive low-quality care. Government 
spending for health is disproportionate to the 
affluent in the form of free or below-cost care in 
the sophisticated public tertiary care hospitals and 
subsidies to private and public insurance. 

Inefficiency: Much of the money spent on health 
is wasted, for example brand-name pharmaceuticals 
are purchased instead of generic drugs, health 
workers are badly deployed and supervised, and 
hospital beds are underutilized. 

Exploding Costs: In some middle-income 
developing countries health care expenditures 
are growing much faster than income. Increasing 
numbers of general physicians and specialists, 
the availability of new medical technologies and 
expanding health insurance linked to fee-for- 
service payments together generate a rapidly 
growing demand for costly tests, procedures, and 
treatments, 

World health spending—and thus also the 
potential for misallocation, waste, and inequitable 
distribution of resources—is huge. In 1990, the 
public and private expenditure on health services 
for the world as a whole was about US$1,700 billion 
or 8 per cent of total world product. High-income 
countries spent almost 90 per cent of this amount 
for an average of US$1,500 per person. The United 
States alone consumed 41 per cent of the global 
total—more than 12 per cent of its gross national 
product (GNP). Developing countries spent about 
US$170 billion or 4 per cent of their GNP for 
an average of US$41 per person—less than one- 
thirtieth the amount spent by rich countries, 


may be seriously deformed, and their working lives 
will be shortened as well. Healthier workers earn 
more because they are more productive and can get 


better-paying jobs. 


In the low-income countries, government 
hospitals and clinics, which account for the greatest 
part of the modern medical care provided, are 
often inefficient, suffering from highly centralized 
decision-making, wide fluctuations in budgetary 
allocations, and poor motivation of facility managers 
and health care workers. Private providers—mainly 
religious non-governmental organizations (NGOs) 
in Africa and private doctors and unlicenced 
practitioners.in South Asia—are often technically 
more efficient than the public sector and offer 
higher quality services, but they are not supported 
by government policies. In low-income countries, 
the poor often lose out in health because public 
spending in the health sector is heavily skewed 
towards high-cost hospital services that dispropor- 
tionately benefit better-off urban groups. 


Improved Utilization of Natural Resources 


Some health investments raise the productivity of 
land, In Sri Lanka, the near-eradication of malaria 
during 1947-77 is estimated to have raised national 
income by 9 per cent in 1977. The cumulative cost 
was US$52 million, compared with a cumulative 
gain of US$7.6 billion in the national income over 
31 years, implying a spectacular benefit-cost ratio of 
more than 140. Previously, areas that were a natural 
breeding ground for mosquitoes were utilized for 
settling migrants, thus increasing output. 


Benefits in the Next Generation 
Through Education 


There is no question that schooling pays off in higher 
incomes. Four years of primary education boosts 
farmers’ annual productivity by 9 per cent on average, 
and workers who do better at school earn more. 

Poor health and nutrition reduce the gains of 
schooling in three areas: enrolment, ability to learn, 
and participation by girls. Children who enjoy better 
health and nutrition during early childhood are 
more ready for school and more likely to enrol. . 

Health and nutrition problems affect a child's 
ability to learn. Nutritional deficiencies in early 
childhood can lead to lasting problems, e.g. iron 
deficiency anaemia reduces cognitive functions, 
iodine deficiency causes irreversible mental retarda- 
tion, and vitamin A deficiency is the primary cause 
of blindness among children. Older children are 
Subject to other kinds of diseases. 


Why HEALTH MATTERS: 
THE ECONOMIC SIGNIFICANCE 





Good health, as people know from their own 
experience, is a crucial part of well-being. But 
spending on health can also be justified on purely 
economic grounds. Improved health contributes 
to economic growth in four ways: it reduces 
production losses caused by illness of workers: it 
permits the use of natural resources that had been 
totally or nearly inaccessible because of diseases; 
it increases the enrollment of children in schools 
and makes them better able to learn; and it frees, 
for alternative uses, resources that would otherwise 
have to be spent on treating people with poor health 
and illnesses, The economic gains are relatively 
greater for poor people, who are typically most 
handicapped by ill health and who stand to gain 
most from the development of underutilized natural Reduced Costs of Medical Care 
resources. 
Spending that reduces the incidence of diseases can 
Produce big savings in treatment costs. For some 
diseases the expenditure pays for itself even when 
all the indirect benefits—such as higher labour 
productivity and reduced pain and suffering—are 


ignored. 


Gains in Worker Productivity 


The most obvious sources of gain are fewer work 
days lost to illnesses, increased productivity, greater 
opportunities to obtain better-paying jobs, and 
longer working lives. To take a classic example, 
leprosy is a disease that affects people in the prime 
of life, with peak incidence rates among young 
adults, As many as 30 per cent of those affected 





141 


CHAPTER 8 Infrastructural Services | 


pp 


Health Investments and Poverty 


The goal of reducing poverty provides a different but 
equally powerful case for health investments. The 
adverse effects of ill health have a direct impact on 
poor people, mainly because they are ill more often, 
but partly because their income depends exclusively 
on physical labour and they have no savings to fall 
back on. They may, therefore, find it impossible 
to recover from an illness with their human and 
financial capital intact. The health consequences of 
poverty are severe because the poor die younger and 
suffer more from disability. . 

Spending on health is a productive investment 
as it can raise incomes; particularly among the 
poor and reduce the toll of human suffering from ill 
health. Good health, however, is a fundamental goal 
of development as well as a means of accelerating 
it. Targeting health as part of development efforts is 
an effective way to improve welfare in low-income 


countries. 


HEALTH FACILITIES IN PAKISTAN 


The health facilities available to the people of 
Pakistan are below the desired level, despite the 
efforts made by the government. According to 
the World Development Report 2006, the infant 
mortality rate is still the highest in the world while 
other social indicators also reflect poorer perform- 
ance in comparison with other low/lower middle 
income countries as shown in Table 8.1. 


Table 8.1 Social Indicators 


GNI Per Child 
capita Income Mortality | 
OUnes (S$ per annum) Alate (per 1,000 live 
(2010) births) (200—409) 
Male Female 
Pakistan 1,050 14 eo 
India 1,340 9 " 
Philippines 2,050 10 i 
Indonesia 1,001 13 7 
Bangladesh 640 16 
Nepal 496 21 18 


a 
Source: World Development Report 2012, New York: Table A2, 
pp. 384-85. Table 6, pp. 402-03. 
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DEVELOPMENT OF HEALTH FACILITIES 
UNDER THE FIVE YEAR PLANS 


Pre-plan Period (1947-54) 


At the time of independence, Pakistan had very 
poor health facilities. According to the Pakistan 
Econontic Survey 1991-92, in 1947 there were only 
292 hospitals, 722 dispensaries, 91 maternity and 
child health centres and 13,769 beds in hospitals 
and dispensaries. The government: made efforts to 
improve health facilities and in 1954, the number 
of hospitals to 319 rose dispensaries 928, maternity 
and child health centres 183 and beds in hospitals 
and dispensaries 17,092. The total number of 
registered doctors at that time was only 99, 


First Five Year Plan (1955-60) 


The First Five Year Plan proposed anti-malaria 
and BCG vaccination programmes, increase in the 
number of urban and rural dispensaries, increase 
in the number of hospital beds for the treatment 
of general and specific diseases, provision of water 
supply and drainage, and reorganization of the 
departments of health education and vital statistics. 
The public expenditure on health from 1955-60 is 
shown in Table 8.2. 


Table 8.2 Public Expenditure on Health from 1955 to 


1960 
(Rupees in millions) 
Years Expenditure 
1955-56 13.3 
1956-57 29.7 
1957-58 34.1 
1958-59 31.3 
1953-60 31.3 
Total 139.7 


Source: First Five Year Plan, p. 490. 


According to the Pakistan Economic Survey 1991-92, 
in 1955 there were 333 hospitals, 984 dispensaries, 
127 registered doctors while in 1960, there were 
342 hospitals, 1,195 dispensaries, and 477 registered 
doctors. 


Second Five Year Plan (1960-65) 


For the Second Five Year Plan, the government 
allocated Rs.25 million for malaria eradication, 
Rs. 0.50 million for TB hospitals and clinics, Rs. 4 
million for BCG, Rs.35.70 million for hospitals, 
Rs, 26.13 million for dispensaries, Rs.4.17 million 
for the control of infectious diseases, Rs.1 million 
for the training of doctors and research, Rs.8.37 
million for the training of nurses, Rs.2.50 million 
for nutrition, Rs. 1.89 for health education, school 
health and vital statistics, and Rs.4.29 million for 
medical colleges. These expenditures are shown in 
Table 8.3. 

By the end of this Plan period, i.e. in 1965, 
there were 379 hospitals, 1,695 dispensaries, 554 
maternity and child health centres, 1,591 registered 
doctors, 151 registered dentists, and population per 
doctor was 37,970.' 


Table 8.3 Development Expenditure in the Public 
Sector for Health 1960-61 to 1964-65 
(Rupees in millions) 


secior Expenditure 
Malaria eradication 25,00 
TB hospitals, clinics and sanatoria 0.50 
BCG 4.00 
Hospitals 35.70 
Dispensaries, rural health centres 

and public health administration 26.13 
infectious diseases hospitals and 

contol of iniectious diseases 4.17 
Higher training Jor doctors and research 1.00 
Family planning 15.00 
Training of nurses and others 8.37 
Nutzitlon 2.50 
Health education, school health and vita! statistics 1.89 
Medical colleges 4.29 


Source: Second Five Year Plan, p. 366. 


Third Five Year Plan (1965-70) 


The development expenditure for health and family 
planning for the Third Five Year Plan is shown in 
Table 8.4. 


ta 
ly Pakistan Economic Survey 1991-92, Islamabad: Government of Pakistan, Finance Division, p. 264 (Statistical Appendix). 





Table 8.4 Development Expenditure for Health and 


Family Planning (1965-70) 
{Million Rupees) 


Public Sector Expenditure 
Malaria eradication 190 
TB control 16 
{a) BCG (8) 
(b) Clinics {3) 
(c) Beds (5) 
Family planning 75 
Rural health centres 75 
Hospital beds 62 
Medical education 62 
{a) Undergraduate (62) 
(b) Postgraduate - 
Training of paramedical personnel 23 
School health 44 
Frontier regions 13 

Sub-total 560 
Private sector 20 

Total 580 


pp 
Source: Third Five Year Plan, p. 258. 


Thus, the total development expenditure was 
Rs. 580 million out of which Rs.560 million were 
contributed by the public sector and Rs. 20 million 
by the private sector. 

According to the Pakistan Economic Survey 1991- 
92, there were 411 hospitals, 1,875 dispensaries, 
3,913 registered doctors, 384 registered dentists, and 
population per doctor was 15,256, 


Fourth Five Year Plan (1970-75) 


The expenditure for the Fourth Five Year Plan is 
shown in Table 8.5. 
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Table 8.5 Expenditure for the Fourth Five Year Plan 
(Million Rupees) 


Public Sector Expenditure 
Maiaria eradication 140 
Aural health programme 300 
Tuberculosis control 25 
Communicable disease control 65 
Hospital beds 225 
Medical education and training 110 
Health and medica! research - 
Loan/Grant/Assistance to the private sector 35 
Total 900 





Source: Fourth Five Year Plan, p. 224. 


According to the Pakistart Economic Survey 1991-92, 
in 1975 there were 518 hospitals, 2,908 dispensaries, 
373 BHUs and sub health centres, 696 maternity and 
child health centres, 134 rural health centres, 89 
TB centres, 6,018 registered doctors, 650 registered 
dentists, 1,985 registered nurses, and population per 
doctor was 11,628. 


Fifth Five Year Plan (1978-83) 


One of the major objectives of this Plan was to 
provide modern health coverage within 2-4 miles 
for the centre population. By the end of Fourth Five 
Year Plan nearly 100 per cent of urban population 
and 32 per cent of rural population was within two 
miles radius of health units. About 21 per cent of 
rural population had no access to any health facility 
even within 5 miles. The population falling within 
2 and 5 miles radius of public and semi-public 
institutions in the various provinces is given in 
Table 8.6. 

Other main objectives were to reduce the crude 
death rate from 14 per thousand to about 10.2 per 
thousand, to reduce infant mortality rate from 105 
per thousand to 79 per thousand live births and to 


Table 8.6 Population (per cent) falling within 2 and 5 Miles Radius of Public and Semi-Public Institutions 


per cent population within 


per cent population within 
5 miles radius 





Brag: 2 miles radius 

a Urban Rural Total Urban Aural Total 
Punjab 99.6 ga. 49.2 99.7 ae aa 
Sindh 100.0 24.2 §5.5 106.0 ae an 
NWFP 100.0 41.2 49.4 100.0 a jie 
Balochistan 100.0 28.7 40.5 100.0 : — 
Total 95.8 32.1 50.3 99.9 78.6 83. 


Source: Fifth Five Year Plan, p. 163. 
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Table 8.7 Expenditure on Various Programmes under the Filth Five Year Plan . 


Expenditure Percentage 
Programmes af 
(millions Rs.) 1970-78 1982-63 

Rural health programme 2623.000 18.0 39.7 
Preventive programmes including malaria 552.280 *40.4 8.4 
Hospital facilities including teaching hospitals 1616.899 19.9 24.5 
Health manpower development 1602.821 18.1 24.3 
Medica! research 95.000 Negligible 1.4 


Miscellaneous 


Source: Fifth Five Year Plan, p. 171. 


increase life expectancy from 54 to 60 years for men 
and from 53 to 59 years for women. All this was to 
be achieved at an estimated cost of Rs. 6.6 billion at 
1978 prices. Expenditure on various programmes 
under the Fifth Five Year Plan is given in Table 8.7. 

The physical achievements in terms of vital 
health indices are given in Table 8.8. 

According to the Pakistan Economic Survey 
1991-92, in 1983 there were 626 hospitals, 3,531 
dispensaries, 1982 BHUs and sub health centres, 302 
rural health centres, 90 TB centres, 20,865 registered 
doctors, 7,348 registered nurses, and population per 
doctor was 4,271. 


Sixth Five Year Plan (1983-88) 


During the Sixth Five Year Plan, the crude death 
rate (CDR) declined from 12 per 1,000 to about 11 
per 100, infant mortality decreased from 98.5 per 
1,000 to 80 per 1,000 live births and life expectancy 
increased to 61 years. 

85 per cent of the union councils were provided 


110,000 36 17 


Total 6600.000 100.0 100.0 
* Main component is for the malaria programme. 


munization was saving about 100,000 children from 
dying and another 45,000 from getting disabled. 
Treatment of diarrhoea by oral dehydration salts 
made satisfactory progress. The unemployment of 
doctors was successfully solved to some extent by 
special measures. About 18,000 doctors graduated, 
of which 13,000 were employed by the public sector. 
To allow doctors to establish their own clinics, credit 
facilities were improved. The targets laid down for 
various categories of health sector manpower were 
achieved except those of paramedics where only 
about 75 per cent of the target was met mainly due 
to the slow expansion of the training institutions for 
paramedics. 

The Sixth Five Year Plan allocated a gross amount 
of Rs. 13,000 million for the health sector as shown 
in Table 8.9. 

We can see from Table 8.10 that the Sixth Five 
Year Plan achieved 100 per cent of its target of 
doctors residences at existing BHUs, 69 per cent of 
BHUs, 55 per cent of RHCs, 100 per cent of teaching 
beds and 110 per cent of its target of hospital beds 
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Seventh Five Year Plan (1988-93) 


The major objectives of the Seventh Five Year Plan 
were to reduce CDR from 11 to 9 per 1,000, to 
reduce the infant mortality rate and to increase the 
life expectancy, to prevent occurrence of first degree 
malnutrition, eliminate second and third degree 
malnutrition and reduce the incidence of anaemia 
in expectant mothers to less than half, to prevent 
occurrence of new cases of goitre in areas where it 
is pandemic, and to further reduce the occurrence 
of communicable diseases. 

Table 8.11 shows the targets of the Seventh Five 
Year Plan. By June 1993, there would be 5,409 
BHUs, 625 RHCs, 227 urban health centres, 83,490 
hospital beds, 51,700 doctors, 2,500 dentists, 7,500 
pharmacists, 20,000 nurses, 133,650 paramedics, 
and 65,000 TBAs. 


Table 8.9 Financia! Allocations 1983-88 


Source: Sixth Five Year Plan, p. 390. . 
Note: Miscellaneous has been included to reconcile the totals. 


Table 8.10 Sixth Five Year Plan Achievements 


Details regarding the Eighth Five Year Plan 
(1993-98) are available in Chapter 10. 

The Ninth Five Year Plan (1998-2003) was not 
officially issued, Since then, no official Five Year 
Plan has been issued. 


Major DISEASES AND THEIR TREATMENT 


Cardiovascular Diseases. Two decades ago, 
diagnosis and treatment of cardiovascular diseases 
were rare. The facilities now available to heart 
patients are adequate in most metropolitan hospitals 
while the latest treatment is available to patients in 
specialized institutions. 

Now coronary artery diseases are treated 
in almost all major hospitals of the country. 


(Rupees in millions) 


Sub Sector Federal Provincial Total 

5,660 
Rural health programme ; = ba a 
Preventive programmes | i l ae = 
Hospital beds including teaching hospitals 1,45 jax aoe 
Health manpower development 53 : a 
Medical research a x he 
Miscellaneous i be 
Nutrition programme ah a _ 
Dental care as i 
Traditional medicine 223 : nies 
Programme for disabled 300 oe - 
Miscellaneous 100 


Total 
Nee eee ee eee ee 


. . ; t Achievement 
a BHU or a RHC and some union councils were : Sei : . Target Achievement per cen 
; es ; in DHQ and THQ hospitals. Similarly, achievements Facility : 
provided more than one facility. Nearly all children 
5 hace Cully j ized. 1 in human terms are also shown in Table 8.10. PHYSICAL INFRASTRUCTURE ieee 100 
up to 9 years had been fully immunized. Im- 1. Daectors residences at existing BHUs 1,715 Bg 
2 BHUs 2,600 1,803 ee 
; 355 194 
Table 6.8 Physical Achievements in terms of Vital Health Indices (Per 000) 3. RHCs 3.500 3,500 100 
; 4. Teaching beds ' 5.149 110 
Sth Plan Achievement 5. Hospital beds in DHQ and THO hospitals 4,700 ' 
Index 1978 target for up to June 
: 1982-83 1983 “IMkaort*t*=“t*~“‘sSCSIQ@t~”!!!”!CAChiovement 
OO a cator 
d 
Crude peal iale 14 10.2 12 HUMAN TERMS | 5 ee 
Infant mortality rate 105 79 100 4. ameainieaiion Million ae 
Life expectancy at birth: 2. DOC/ORS Miltion = Ae 
Males (years) 54 60 55 3. Third degree malnutrition Million ee ' pe 
Females (years) 53 59 54 Number ' 


4. TBAs 
rp SS SS SS ST 


Source: Seventh Five Year Plan, p. 422 (Statistical Appendix). 


Source: Sixth Five Year Pian, p. 367, 
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Specialized hospitals such as the National Institute 
of Cardiovascular Diseases (NICVD) in Karachi, 
Armed Forces Institute of Cardiology (AFIC) 
in Rawalpindi, Punjab Institute of Cardiology, 
Postgraduate Institute in Peshawar, Department of 
Cardiology, Mayo Hospital in Lahore, and Federal 
Government Service Hospital (FGSH) in Islamabad 
are equipped with advanced equipment for the 
treatment of cardiac conditions. Coronary artery 
bypass surgery is carried out regularly in Pakistan 
in different hospitals. Pediatric cardiology is also 
available in different specialized hospitals. 

The NICVD in Karachi is the largest centre 
of its kind in the country. In this institute, about 
700 open-heart, 500 closed heart surgical and 100 
miscellaneous operations are being performed 
on annual basis including coronary artery bypass 
grafting and valve replacement and repair. Like 
many other hospitals, the FGSH in Islamabad 
has acquired the latest echo-sound and diasonic 
machines, 

Cancer. Cancer cases in Pakistan have been 
detected three-fold during the last decade or so due 
to access to better diagnostic facilities. However, 
majority of cancer cases are reported at a very late 
stage when only palliative treatment can be given 
and achieving cure is almost impossible. There is an 
increase in awareness about cancer. As a result early 
detection of this disease is slowly increasing. 

At present, nine nuclear medical centres of 
Pakistan Atomic Energy Commission are providing 
diagnosis and treatment facilities to more than 
160,000 patients annually. On the diagnosis side, 
these centres are equipped with the latest SPECT 
cameras, computerized Gamma counters, radio 
immunoassay, diagnostic X-Ray and ultrasound 
machines used for diagnosing various physiological 
and pathological disorders, For the treatment of 
different types of malignancies, these centres have 
the latest machines available in the form of linear 
accelerators, cobalt-60 teletherapy units, superficial 
and deep X-Ray therapy units, etc. For accurate 
localization of tumours and their proper treatment, 
the centres are also equipped with treatment 
simulators and a computerized treatment planning 
system. 


Acquired Immune Deficiency Syndrome 
(AIDS). Steps taken by the government to control 
this disease include declaring AIDS as a notifiable 
disease, AIDS-free certificate for foreigners Staying 
or intending to stay in Pakistan for more than one 
year, mandatory AIDS-free certificate for imported 
blood products, mandatory AIDS screening for 
sailors, updating and reorganizing blood transfusion 
services, and establishment of 19 HIV screening 
centres. 

Tuberculosis Control Programme. In order to 
raise immunity against tuberculosis, immunization 
of children by mass BCG vaccination besides 
preventive measures in the RHCs is being provided. 
The registered TB patients are being provided anti 
TB medicines free of cost by the federal/provincial 
governments. 

Leprosy Control Programme. There were 33,285 
patients of leprosy in Pakistan in July 1990. In 
order to check this disease, a number of centres are 
functioning in the country and providing necessary 
treatment.' 


INDIGENOUS AND HOMEOPATHIC 
SYSTEMS OF MEDICINE 


in order to supplement health care facilities in 
the country, the government is assisting in the 
development of indigenous systems of medicine 
and ensuring at the same time that their quality and 
standards are improved. 

At present, there are 11 Tibbia colleges and 
18 colleges of homeopathy in the country. The 
government is giving them annual grants-in-aid on 
the basis of assessment of the performance of each 
college. The government has allowed allopathic 
doctors to impart education on relevant subjects in 
Tibbia colleges. The provincial governments have 
been advised to set up separate Tibbia hospitals and 
dispensaries.” 


——$— 
1. Pakistan Economic Survey 1991-92, Islamabad: Government of Pakistan, Finance Division, pp. 154-56, 
2. Pakistan 1988, Directorate of Films and Publications, Ministry of Information and Broadcasting, Government of Pakistan, p. 365. 
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Table 8.11 


Physical Targets of Principal Components of the Programme (1988-93) 


SS —LW— a Ssaeoaaqimacauaqa_(_  (M—OaAaaaaqorm"_,— aa 


Urban Hos- 
Health pital 
Centres Beds 


BHUs AHCs 


Doctors 


Phar- Para- 


Nurses TBAs 
macists 


Dentists eiaelics 


nee eee rere eee ee ————————————————————————————_—_—_—_ 


Benchmark 1988 3,496 492 = 63,619 36,000 1,700 5,000 10,000 65,000 45,000 
Targets 
1988-89 396 29 13 4,103 3,900 150 §00 1,346 5,500 4,000 
1989-90 336 af 13 3,431 3,200 150 §00 3,340 10,000 4,000 
1990-91 af 27 64 2,690 3,006 160 500 4,340 14,500 4,000 
1997-92 Joe 25 66 2,991 3,000 170 500 2,580 19,000 4,000 
1992-93 452 26 71 6,656 3,006 170 §00 3,400 19,650 4,000 
Position 
June 1993 5,409 625 227 83,490 51,700 2,500 7,500 20,000 133,650 65,000 





Source: Seventh Five Year Plan, p. 426 (Statistical Appendix). 


CONCLUSION 


Although the government has made efforts to 
improve the health facilities, there is still more to be 
done. According to World Development Report 2012, 
the infant mortality rate per 1,000 was 14 for males 
and 22 for females. The life expectancy at birth was 
only 67 years in 2010. 


EDUCATION 


Introduction: Education is very important in 
Economic growth. In the less developed countries 
including Pakistan, the expenditure on education is 
quite small as compared to the other sectors of the 
economy. According to the 1981 census, Pakistan's 
literacy rate of 26.2 per cent is one of the lowest 
in the world. Efforts have been made to design 
Policies and programmes to raise the literacy rate 
and to improve the quality of education. Educational 
facilities for technical and higher education have 
been expanded. The total expenditure on education 

as risen from 1.3 per cent of GNP during 1972-73 
'0 2.2 per cent of GNP during 1990-91. The number 
of Primary and secondary schools, colleges, and 
Universities has increased. The government has 
Mproved the standard of education and raised 
the literacy rate by formulating new educational 
Policies. In 1997, the contribution to education was 

4 per cent of GNP. The government announced a 
‘Taise to 3 per cent by the year 2000. This target could 
ot be achieved even in 2004. 


ROLE OF EDUCATION IN 
ECONOMIC DEVELOPMENT 


The positive relationship between education and 
economic development is now widely recognized. In 
fact, education and training are regarded as strategic 
variables in planning for the economic development. 

The contributions of education to economic 

growth take various forms and may be different 
at different stages in the evolution of a countrys 
economy. Its role in the development may be 
summarized as follows: 

1. Quantitatively speaking, elementary education 
for the masses leads to great economic gains. 
People can learn through written word and 
transmit as well as record their ideas. It 
enables them to keep accounts and assess 
the profitablity of their business activities 
and alternative ways of allocating their 
resources. A literate population can be made 
to cooperate for beneficial economic activities 
more easily than an illiterate one. They can 
thus work more effectively under a plan as 
well as independently in the pursuit of their 
self-interest. The result is that an increase in 
expenditure on education produces very high 
returns. 

2, For the advancement of knowledge, education 
is a basic factor. Scientific knowledge itself 
is a basis for improvement of techniques 
of production in many industries in the 
contemporary world. Advanced education 
usually accompanied by research leads to the 
discovery of new frontiers of knowledge and 
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opens up new possibilities of its application in 
the interest of economic development. Existing 
techniques can be adapted to new situations 
and new techniques can be discovered, thus 
leading to a more productive utilization of 
resources or even discovery of new resources. 
3. ‘A sharp rise in quality of education, according 
to Benson, ‘produces economic returns 
even when it is not possible to specify what 
skills and attributes would be created or 
precisely how they would be used** Thus, 
liberal education which sharpens the intellect 
and broadens human sympathies, may be 
as productive as more narrowly specialized 
forms of skills imparted through scientific and 
technological training. This points towards 
the danger of neglecting human disciplines 
and unduly diverting resources towards 


instructions in scientific and technological 
fields. 


The positive relation between education and 
economic development can be explained with the 
help of per capita income and the literacy rate of 
various countries. For instance, according to the 
World Development Report 1993, various low 
income countries had very low literacy rates, e.g. 
Pakistan's literacy rate was 35 per cent with per 
capita income of 400 dollars which is quite low. 
Similarly, Chad's literacy rate was only 30 per cent 
with per capita income of 210 dollars and that of 
Egypt was only 48 per cent with per capita income 
of 610 dollars. 

If we take some of the middle-income countries, 
their literacy rates will be relatively high and so will 
be their per capita income, e.g. Malaysia and Brazil 
had literacy rates of 78 per cent and 81 per cent 
with per capita incomes of 2,520 and 2,940 dollars 
respectively. 

The high-income countries such as United States 
and Japan had literacy rates above 95 per cent with 
per capita incomes of 22,240 and 26,930 dollars 
respectively. 

Thus, a high literacy rate leads to a high per 
capita income and the role of education in economic 
development becomes very significant. 








PAKISTAN’S EDUCATION STRUCTURE 


Pakistan has a four-tiered educational structure: 
primary (grades I to V for ages five to’ nine): 
secondary (grades VI to X for ages ten to fourteen); 
college: intermediate and degree (grades XI to 
XIV for ages fifteen to eighteen); and university 
(grades XV to XVI and above for ages nineteen 
plus). Education up to primary level in national 
and regional language-medium schools has always 
been free. In 1972, secondary education (grade VI 
to X) was also made free. All the privately managed 
schools and colleges were nationalized but English- 
medium schools were exempted. 

Education is a provincial subject and therefore 
the management of almost all types of educational 
institutions is under the provincial governments. 
However, the Federal Government provides much 
of the development finance, policy formulation, and 
coordination in education.* 


DEVELOPMENT AND EXPANSION OF 
EDUCATION IN PAKISTAN 


Pre-plan Period (1948-54) 


At Independence, Pakistan was faced with staggering 
problems. In education, the immediate task was 
to save the system from collapse, a task which 
was made difficult by the loss of supervisory and 
teaching staff. Schools, colleges and universities 
were maintained and most of the abandoned 
institutions were revived and reconstructed. Public 
expenditures on education in 1953-54 were twice 
as much as in 1948-49, In 1948-49, expenditures 
on education represented 5.3 per cent of the total 
government expenditure, while in 1953-54, they 
represented 7.1 per cent of a much larger total. 

Major changes in education from 1948-49 to 
1953-54 have been shown in Table 8.12. 

Primary Education. The number of primary 
schools increased from 38,122 to 41,651, enrolment 
increased from 3,643,000 to 4,962,000 and public 
expenditure increased from Rs. 30,549,000 to 
Rs, 56,849,000. 


a a a ee a eS ae 
3. S.M. Akhtar, Economic Development of Pakistan, Lahore: Publishers United (1984-85), p. 204. 
“4. Rashid Amjad (1984), The Management of Pakistan's Economy 1947-82, Oxford University Press, p, 30, 
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Table 8.12 Changes in Education, 1948-49 to 1953-54 


liems 


Primary Schools 
Number of schools 
Enrolment 
Public expenditures (As.) 


Secondary Schools 
Number of schools 
Enrolment 
Public expendiiures (Rs.) 


Colleges and Universities 
Number of non-professional colleges 
Number of universities 
Enrolment (excluding universiiies} 
Public expenditures (Rs.) 


Teacher Training 


1948-49 1953-54 
38,122 41,651 
3,643,000 4,962,000 
30,549,000 56,849,000 
6,275 “5,591 
916,000 1,171,000 
12,601,000 23,558,000 
90 132 

3 6 

36,000 60,000 
6,111,000 22,833,000 





Primary teachers’ training institutions 325 99 
Annual Enroiment 6,145 7,500 
Total number of trained primary school teachers 35,000 60,000 
Institutions for training secondary schoo! teachers 11 22 
Annual Enrolment 785 1,500 
Tota! number of trained secondary school teachers 17,500 22,500 
Other Expenditures on Education 
aaeierclions inspection, teacher training, works etc. 13,033,000 26,888,006 
Tota! expenditures by the central and provincial governments sac ala 


Percentage of total revenue expenditures 





* Decrease in the number of schools is due to the down grading of weak lower middle schools. 
This table includes the costs of the engineering colleges, but does not include expenditures on medical, agricultural, animal 
husbandry, or industrial education which are not carried under ‘education’ in the provincial budgets. 


Source: First Five Year Pian, p. 399. 


Secondary Education. The number of schools 
decreased from 6,275 to 5,551, enrolment increased 
from 916,000 to 1,171,000 and public expenditure 
increased from Rs. 12,601,000 to Rs, 23,558,000. 

Colleges and Universities. Number of non- 
Professional colleges rose from 90 to 132 and 
humber of universities rose from 3 to 6. Enrolment 
(excluding universities) increased from 36,000 to 
60,000 and public expenditures increased from 
Rs. 6,111,000 to Rs. 22,833,000. 

Teacher Training. Primary teachers’ training 
institutions decreased from 125 to 99 while 
Stcondary school teachers’ training institutions 
fOse from 1] to 22. The total number of primary 
and secondary school teachers increased from 
35,000 to 60,000 and from 17,500 to 22,500 
fespectively. The total expenditures by the central 
and provincial governments rose from Rs. 62,294,000 
fo Rs. 130,138,000. 


Table 8.13 Public Expenditure on Education and 


Training (1955-60) 
(Million Rupees} 





Sector Expenditure 
Primary Education 108 
Secondary Education 155 
Teacher Training 35 
Colleges Including Talent Scheme 82 
University including Overseas Scholarship 93 
Technical Education 52 
Council of Scientific and Industria) Research, 

Council of Social Science Aesearch, Central 56 

Archives and Record Office and Miscellaneous 

Total 584 


Source: First Five Year Plan, p. 457 


First Five Year Plan (1955-60) 


During the First Five Year Plan, the total public 
expenditure on primary education was Rs, 108 
million, on secondary education was Rs. 155 million 
and for teacher training, colleges, universities, 
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and technical education, it was Rs.35 million, 
Rs.82 million, Rs.93 million and Rs.52 million 
respectively, The total expenditure on education was 
Rs. 581 million. 


Table 8.14 Educational Development in First Five Year 





Plan Period 

Sector 1954-55 1959-60 
Primary Educatlon 

Schools 44,200 

Enrolment 4,260,000 4,706,000 
Secondary Education 

schools 5,475 6,000 

Enrolment 869,000 1,099,000 
Teacher Tralning 

Primary teacher training Institutes 97 #5 

Teacher training colleges 21 23 

Annual output (primary teachers) 7,400 7,400 

Annual output (secondary teachers) 1,300 1,600 
ee 
Engineering Educatlan 

Technical institutes 7 8 

Annual output (diplomas) 191 500 

Engineering colleges 4 4 

Annual output (degrees) 274 400 
ee 
Medical Education 

Colleges 6 9 

Annual output 350 450 

Nurses training centres 14 18 

Annual output 152 
Agricultural Education 

Agricultural colleges 4 4 

Annual output 120 150 

Animal husbandry colleges 2 2 

Annual output 32 64 

Forestry college t 1 

Annual output 2 3 


es Ae 
Legal Education 


Colleges 8 44 

Annual output 710 800 
Non-Professional Colleges 

Colleges 145 209 

Enrolment 65,866 110,166 
Universities 

Universities 6 6 

Enralement (non-professional) 3,900 7,400 


Source: Second Five Year Plan, pp. 338-39. 


It was anticipated that during the Plan period 
enrolment in primary schools would increase 
by about 1 million. The actual increase was only 
440,000, The number of secondary schools and 
enrolment increased by 540 and 230,000 against 
a target of 515 and 144,000 respectively. It was 
- proposed to establish two engineering colleges, two 


polytechnics, and one monotechnic but only one 


polytechnic institute at Rawalpindi was established | 


during the Plan period and 125 engineers and 350 
sub-engineers were trained. 


Second Five Year Plan (1960-65) 


The Second Five Year Plan selected technical 


education at all levels together with secondary and _ 


higher education for special attention. Significant 
advances were registered during the Plan period. 
Two engineering colleges at Lahore and Dhaka were 
developed into universities. Three new engineering 


colleges were established. The annual intake of | 


students at the degree level was raised to 1,630 and 
11 new polytechnical institutes were established. The 
annual admissions at the diploma level rose to 4,100. 

In the primary sector, there were 2 million 
additional children and in secondary education, 
the target of 430,000 for enrolment was achieved. 
Courses like industrial arts, agriculture, business 
education, and home economics were introduced 
in a number of pilot and model secondary schools. 

At the higher education level, three new 
universities obtained permissions to start building. 
Many important measures and reforms were 
introduced, System of mail scholarships for talented 
students at all levels of education beyond the free 
primary stage was introduced. 

In Table 8.15, we can see that the total expenditure 
on education has increased from Rs.580 million 
during the First Five Year Plan to Rs. 1,323 million 
in the Second Five Year Plan. 


Table 8.15 First and Second Plan Alfocations to 
Education and Training (Including Both 
Development and Recurring Expenditure) 

(Million Rupees) 


Sector tst Plan 2nd Plan 
Primary 105 328 
Secondary 155 290 
Teacher training 38 50 
Technical 50 182 
Colleges 68 55 
Universities 87 135 
Social and cultural, scientitic and Industrial 

research, technical training courses, 

scholarships and other schemes 77 283 
Total 580 "1,923 


* This does not include proposed expenditure of As.75 million 0% 
publicity services. 
Source: Second Five Year Pian, p. 353 






Third Five Year Plan (1965-70) 


Due to lack of adequate financial resources in the 
earlier years of the plan period, most of the projects, 
polytechnics and vocational institutions which were 
to start operating during the Plan period were not 
completed and only limited expansion could be 
made. At the diploma level, the targets of admission 
and enrolment were attained to the extent of 57 per 
cent and 67 per cent respectively and for skilled 
workers, the corresponding percentages were 18 and 
20. The targets for intake and output of engineers 
were attained to the extent of 80 per cent and 90 
per cent respectively. The progress in engineering 
education at the university level was generally very 
slow. The programme of scholarships made good 
progress. The number of students covered under 
this programme increased from 42,000 in 1965 to 
about 70,000 at the end of Third Five Year Plan. 
Annual expenditure on scholarships increased from 
21 million in 1965 to 37 million in 1970. 

Total public expenditure on education was 
Rs. 2,730 million while the private sector investment 
was about Rs. 300 million. The total expenditure was 
Rs. 3,030 million. 


Table 8.16 Allocations under Education and Training Sectors during the Third Five Year Plan 


Sub-Sector 


ok 
. 


Elementary Education 

(a) Primary 

(6) Middle/Junior High 
Secondary Education 
Teacher Education 
Technica! Education 
Colleges 

Universities 

Scholarships 

Madrasah Education 

Social and cultura! activities 
'0.  Specia! Projects 

Special Areas 

12, Training Public Administration 


aN aur an 


oa 
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Fourth Five Year Plan (1970-75) 


For the Fourth Five Year Plan, the total amount 
allocated to the expansion of education was around 
Rs, 3,665 million. Out of this, Rs.2,230 million 
were for East Pakistan (now Bangladesh) and 
Rs. 1,150 million for West Pakistan. Out of the total 
expenditure, 14.6 per cent was allocated to primary 
education, 18.4 per cent to secondary education, 9.9 
per cent to colleges, 9.4 per cent to universities, 4 
per cent to teacher education, 2.3 per cent to adult 
education etc. The expenditure under the Fourth 
Five Year Plan for various sub-sectors is shown in 
Table 8.18. 

Table 8.19 shows the percentage of total 
expenditure allocated to different sub-sectors of 
education during the first Four Five Year Plans. In 
the First Five Year Plan, priority was given to the 
expansion of secondary education and 26.7 per cent 
of the total expenditure was allocated to this sector. 

During the Second Five Year Plan, besides 
secondary education, technical education was 
also given special attention and 15.6 per cent was 
allocated to this sector. During the Third and 
Fourth Five Year Plans, again, percentages of total 
expenditures allocated to technical education were 
highest at 23 per cent and 25.2 per cent respectively. 


(Million Rupees) 


East West Central Total 
Pakistan Pakistan Pakistan 

320 200 - $20 
125 80 205 
185 225 - 410 
60 78 = 138 
360 277 - 637 
60 45 - *105 
180 110 §3 343 
70 115 13 198 
15 = = 15 
15 - 68 83 
10 - 6 16 

- 20 10 30 

2 2 § 40 


43. Publicity Schemes 
een ee eee eee ee ee ee ne eee 


176 2,730 


Total for Public Sector 1,402 1,152 


4. p 


tivaie Sector Invesiment 200 T - 


176 3,030 


mee T0800 


Surce: Third Five Year Plan, p. 214. 


This figure does not include expenditure on Intermediate Colleges. 
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Table 8.17 Comparison of relative Priorities assigned to various levels of Education during the First, Second, and 





Third Plans 
(Milllon Rupees) 
Ce ne een een en een ellie PE 
First Plan second Pian Third Plan 
Sub-Sectors (Actual) (Estimated Actual) Allocation 
Amount per cent Amount per cent Amount — per cent 
SSS eS 
Primary education 74 20 101 9 520 20 
Secondary education 72 19 183 17 615 23 
Teacher education 9 2 70 6 136 5 
Technical education 22 6 260 24 637 23 
Higher education 100 26 280 25 448 15 
Scholarships 5 1 93 8 198 8 
Miscellaneous 98 26 115 11 174 6 
Tatal "380 100 1,102 100 2,730 100 





* In terms of the concept of the Second Plan, the expenditure amounis to only As. 230 million. 
Source: Third Five Year Pian, p. 215. 


Table 8.18 Expenditure under the Fourth Five Year Plan (1970-75) {Million Aupees) 








per centage 
Sector inh pi Centre Total ses 
sectors 
1. Primary Education 405 115 27 547 14.6 
2. Secondary Education 400 253 22 675 18.4 
(a) Middle Stage 220 75 12 307 7.8 
(b) High Stage 200 178 10 388 10.6 
3. Teacher Education 7100 46 = 146 4.0 
4, Technical Education including 
Engineering Colleges and Universities 630 290 = 920 25.2 
§. Colleges (general) 220 135 10 365 9.9 
6. Universitles (general) 170 90 80 340 9,4 
7, Scholarships 125 120 até 266 
as 
8. Madrasahs 25 = = 25 | 
9. Social and Cultural Activities 
including Library Services 50 22 55 127 3.5 
10. Special Areas - 25 15 40 1.1 
11. Tribal Areas = = 10 10 0.3 
12. Adult Education 50 35 - 85 2.3 
43. Preparation of Projects, 
Implementation, Administration 5 5 - 10 0.3 
and Supervision 
14. Research, Curriculum Development, 
Production of Textbooks 20 15 20 55 1.5 
15. Educational Television a - 15 15 0.4 
16.- Survey, Statistics and Pianning 30 - - 30 0.8 
17. Publicity Schemes - - 10 10 0.3 
Total 2,650 1,403 307 4,356 927 


a Education Division. 
b Establishment Division. 


Note: The actual totals are As.2,656, 1,403,307 and 4,360 respectively. 
* Source: Fourth Five Year Plan, p. 172. 
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Table 8.19 Percentage allocation to different Sub-sectors of Education during the first four Five Year Plans 


First Plan 
including Second Third Fourth 
Sun Secor recurring Plan Plan Plan 
expenditure 
ee 
1. Primary Education 18.0 14.7 13.6 ne 
9 Secondary Education 26.7 16.9 20.8 ms 
3 Teacher Education 66 47 3.5 aoe 
4. Technical Education 8.8 15.6 26.0 sp 
5 College Education 13.1 10.4 6.2 =f 
6. Universities 15.0 12.6 117 gs 
7 Scholarships 0.9 10.6 a ‘3 
8 Madrasah Education - - ; sti 
9 Sociai and Cultural Activities 1.8 3.6 23 a 
10. Adult Education = — : : 
11. Special! Areas - 05 3 ig 
12 Tribal Areas - - : 
13. Preparation of Projects, tmplementation, F ne 
Administration and Supervision - 1.9 1. 
14. Curriculum Development, Research, - 2 
Production of Textbooks ~ - an : 
15. Training In Public Administration - — aa aa 
16 Publicity Schemes ~ 1.6 ae 
17. Establishment Division Scholarships - — ; . 
18. Scientific and industrial Research 9.1 6.8 = - 
19. Educational Television = - ; ah 


20. Survey, Statistics and Planning 
Total 


*Shown under scholarships. 
Source: Fourth Five Year Plan, p. 171. 


Fifth Five Year Plan (1978-83) 


During the Fifth Five Year Plan, the government 
expenditure on education as a proportion of GNP 
declined from 1.8 per cent in 1977-78 to 1.5 per 
cent in 1982-83. The participation rate also declined 
from 54 per cent in 1977-78 to 48 per cent in 
1982-83 and the female participation rate remained 
far less than the average. 

Province-wise programmes of primary and 
secondary education for the Fifth Five Year Plan are 
shown in’ Tables 8.20 and 8.21. 


Sixth Five Year Plan (1983-88) 


Several innovative projects to improve the quality 
Of education were launched. For education, Iqra 
Surcharge was levied on imports which yielded 
additional resources of Rs, 13.1 billion and 6,922 
Primary schools were opened in the rural areas 
during the last two years of this Plan. The concept 
Of spatial planning in education was introduced so 
that no geographical area remained deprived of the 
basic educational facilities. 


Seventh Five Year Plan (1988-93) 


The Seventh Five Year Plan strategy emphasized 
the provision of least basic primary education to 
every boy and girl in the country. It also aimed 
at improving the physical as well as the human 
resource infrastructure by providing buildings to 
shelterless schools and by adding classrooms in 
overcrowded schools. 

During the Seventh Five Year Plan, the participa- 
tion rate at secondary level increased from 30.4 per 
cent to 41.6 per cent at the middle stage and from 
17.2 per cent to 24.1 per cent at the high stage. 
Similarly, the target for the number of trained 
teachers to be increased at all levels is shown in 
Table 8.24. 

The Plan also aimed at improving higher, 
technical and vocational education. Details 
regarding the Eighth Five Year Plan (1993-98) are 
covered in Chapter 10. Officially, the Ninth Five Year 
Plan (1998-2003) was not released. 

iF 
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Table 8.20 Province-wise Programme of Primary Education Table 8.22 Physical Targets for the Sixth Five Year Pian 


Lei nget 
Balo- Sector Unit Targe 
Programme Punjab Sindh NWFP = Federal Total <_< ee. 0 0—_— OTT 
chistan PRIMARY EDUCATION Pores 114,173 
Additional Enrolment 3. Primary schoots in last year of the Plan wMDer : 
i nools) 
Male 980 440 206 72 87 1,685 (including 40,000 Mosque sc . g 
Female 593 200 141 a3 26 995 9. Primary schools opened during Pian period 44,19 
{including 40,000 Mosque schcols) 
Physica] Programmes ‘ ; 24,850 
1. Consolidation/recontruc- 3, Primary schools improved during Pian period 
| lass I-V in tast year of Plan 
tion of existing schools 7,500 4,095 3,687 1,000 B84 17,166 ee eee : {in 000) 12,384 
2. Opening of new schools 6,661 2,105 2,060 875 940 12,641 Male ; fable 
3. Opening of schools Female ‘ 4,642 
in mosunes 4,000 225 130 150 120 4,625 5 Additional enrolment in class-lV 5 B00 
4. Opening of private schools 250 290 17 8 5 570 by the end of Plan period {in 000) 
5. Supply of equipment 6 _ Participation rate in the last year of Plan - 
to existing schools 6,000 3,500 1,190 560 470 11,720 Total von a0 
6. Construction of boundary Male 60 
walls in schools 5,000 2,500 2,000 400 400 16,300 Femate 
¥. Construction of SECONDARY EDUCATION ners 40.209 
teachers’ residences 2,800 1,000 1,000 500 500 5,800 1, Middle schools in the last year of Plan lal 5 540 
8. Opening of Adult education 2. High schools in the last year of Plan 
libraries In primary schools 500 250 150 40 60 1,000 3. During the Plan period upgradation of: Number 4,880 
; (a) Primary schools 1.073 
Source: Fifth Five Year Plan, p. 150. (b) Middle schools ; O96 
(c) Opening of new high schools 
4. During the Plan period improvement of: 2.000 
Table 8.21 Province-wise Programme of Secondary Education (a) Middle schoots unmet n00D 
ae (b) High schools 
Programme Punjab Sindh NWFP Federal Total 5. Enrolment in last year of the Plan 
estan (a) Classes VI-VIl Total (060) ape 
Additional Enrolment (000) Male ‘ "701 
1. Vito Vil M 309 129 80 12.5 16.2 547 Female ae 31 
F 117 48 13.4 3.5 1.9 184 Participation rate vote! 41 
2. IXtoX M 55 42 29 3,2 4.2 133 eae ° 19 
F 36 a5 5.9 06 0.7 78 i 919 
Physical Programmes {b) Classes IX-X Aes u oo) 651 
1, Upgradation of primary Female " 268 
to middle leve! 2,270 76 ; 1 
2. Upgradation of middle ° , - 7 a si Participation rate ae 4 24 
ale 
to high level 503 362 283 26 62 1,236 Female ‘ 12 
3. Estt. of new high schools 112 - 5 Ay 158 Total (in 000) 3,427 
4. [ntroduction of agro-tech CO aa a Mate : 2,456 
studies in high schools Female 969 
(a) Middle stage 1,000 250 300 100 100 1,750 Participation rate Total Per cent a 
(b) High stage 500 100 150 50 74 a74 Male 
§. Construction of bulidings Female . be 
for existing schools: 6. Additional enrolment during the Plan period: _ 
(a) Middle schools 30 50 40 15 26 161 {a) Classes VI-VIII (in ond) ot 
{b) High Schools 50 30 40 15 27 162 (b) Classes IX-X : 1.031 
6. Development of science (c) Classes VI-X : 
education: TEACHER EDUCATION ' - 
(a} Construction of 1. Primary teacher training institutions Number 
Eien take 160 60 60 30 30 340 2. Training capacity of primary teacher Bee 21.000 
4b) Supply of science training institutions aa 
apparatus 250 130 60 20 70 840 3. Institutions for training of secondary school teachers 18 
7. Construction of additignat 4 {including Departments of Education at universities) Number 
classrooms, drawing rooms 1,000 980 525 110 541 3,156 ‘Training capacity of secondary school mee: 4,500 
and library rooms TE teacher training institutions 
8. Construction of hostels 240 240 120 120 550 1,270 7) HNICAL EDUCATION Number 4 
a. “Construction ot * Engineering universities co 4 
teachers’ residences 575 250 175 30 120 1,150 snaleatng coleaee ; 63 


Source: Filth Five Year Plan, p. 151 





Poly/Monotechnic 
Trade schools 
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5. Intake capaclty of: 
(a) 8.Sc. Engineering course Number 5,000 
(b) Polytechnical/Monotechnic : 7,425 
{c} Trade schools : 4,000 
6. Enrolment of: | 
(a) Engineering graduates 
(5) Diploma classes in: 
1. Engineering colleges Number 20,950 
2. Palytechnical/Monotechnic ‘ 4,000 
(c) Trade schools | 
7. Annual output of: 
{a} Engineering graduates 


Number 15,500 


(6) Diploma hoiders pal sees 

{c} Trade schools , | 4,000 
8S. Opening of: ) 

Engineering colleges Number 2 

Poly/Monotechnic 2g 

Trade schools e 0 
COLLEGE EDUCATION 
1. Intermediate Number 324 
2. Enrolment In Classes : 278 
3. Enrolment in Classes: 

(a) XI-Xil i 

(b)  Xfll-XIV . i = 
4. General universities Number 15 
3. Enrolment in general universities 18,500 


Source: Sixih Five Year Plan, pp. 360-62. 


Table 8.23 Primary Education Benchmark and Targets of the Seventh Five Year Plan 


Enrolment in 000 Enrolment Ratio (per cent) 








Education 

Benchmark Target Benchmark Target 

1987-88 1992-93 1987-88 1992-93 

Total 9,310 13,876 63.5 79.7 
Boys 6,123 7,951 79.5 66.5 
Girls 3,187 5,925 45.7 70.3 
Total Urban 3,100 4,155 77,4 86.7 
Boys 1,800 2,300 85.7 93.1 
Girls 4,500 1,855 68.3 BD.0 
Total Rural 6,210 9,721 58.2 77.0 
Boys 4,323 5,651 77.2 86.8 
Girls 1,887 4,070 a7.2 66.6 


Note: Target and benchmark figures exclude kachi (nursery). 
Source: Seventh Five Year Plan, p. 246. 


Table 8.24 Number of Additional Teachers to be Trained during the Seventh Five Year Plan 


{in 000) 
Level Total PTC CT’ B.Ed. M.Ed. 
LL pr ee 
Primary 150 120 30 - 
Middle 60 + 45 15 
Classes IX and X 25 - 20 


Source: Seventh Five Year Plan, 251, 


Table 8.25 increase in Educational Institutions by Level and Sex 


Professional 


Arts and 
Science Colleges 


Secondary Voca- 


High 
Schools 


Total 


Middle 
Schools 


Total 


Primary 


Schools 


Total 


Wniversilies 


Colleges 


Total 


tional Institutions 


Total 


Years 


Total Female 


Female 


Female 


Female 


Female 


Female 


1,849 2,190 159 408 64 46 18 40 


8,413 


1947-46 


19 


1,586 2,134 172 469 a9 59 25 46 


9,411 


1949-50 


1,974 281 1,069 203 100 35 126 32 40 


3,260 


17,901 


1959-60 


11,170 3,560 860 1,995 520 190 90 290 85 59 


41,290 


1969-70 


15 


17,771 §,233 1,407 3,361 924 219 85 430 118 99 


57,220 


1979-86 


22 


29,966 8,058 3,055 7,184 1,895 929 419 575 210 99 


110,522 


1989-90 


40.0 t2.1 5.2 9.2 2.9 474 218 651 248 165 10 25 


134.1 


1993-94 


42.0 12.6 5.6 9.5 3.1 487 221 678 257 167 10 25 


139.6 


1994-95 


718 276 260 16 25 


224 


43.4 13.3 5.7 9.5 3.1 


143.1 


1995-96 


14.5 5.8 9.9 a2 578 225 73? 287 264 16 25 


42.0 


149.7 


1996-97 


51.2 17.4 7.2 11.1 3.8 574 223 787 309 293 19 26 


156.3 


1997-98 
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25.9 3.9 14.8 2.8 630 236 916 380 352 18 26 


2.9 


4 


147.7 


2006-2004 


43.5 26.8 6.3 15.1 2.8 607 239 939 394 374 20 29 


149.1 


2001-2002 


28.0 6.5 15.6 2.6 565 230 964 414 382 19 29 


3.9 


4 


156.8 


2002-2003 


43.9 28.7 6.6 16.1 3.0 636 252 1,066 458 NA NA 51° 


155.0 


2003~2004 


Not Available 
‘includes data of seven degree awarding institutes 


NA 
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endix); 1997-98, p. 285, Table 13.1 (Statistical Supplement); 7998-99, p. 117, 


2000-2001 and 2001-2002, p. 129, Table 10.1 (Statistical Appendix); 2003-2004, p. 9.1 Table 9.1 


istan, p. 231 (Statistical App 


Sources: Pakistan Economic Survey 1990-91, Islamabad: Government of Pak 


157 


Tabla 10.1 (Statistical Appendix); 1999-2000, p. 117, (Statistical Appendix); 


(Statistical Appendix); 2004-2005, Table 9.1 p. 89. 
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The current figures for 2011-12 as reported in 
the Statistical Appendix attached to the Pakistan 
Economic Survey 2011-12, Appendix 10.1, p. 93 are 
as under: 


Table 8.28 Number of Educational Institutions 20] 1-12 
————— Oe 


Particulars ~ Number 
~ Primary Schools (000) 155 
- Middle Schools (000) 43 
- High Schools (000) 26 
= Secondary Vocational Institute 26 
- Arts and Science Colleges 26 
- Professinal Colleges 26 
= Universities 26° 


"Figure is for 2010-2011. 


OVERALL DEVELOPMENT SINCE 1947 


In 1947-48, there were 8,413 primary schools, 2,190 
middle schools, 408 high schools, 46 secondary 
vocational institutions, 40 arts and science colleges, 
and only 2 universities, In 2000-2001 this number 
rosé to 165.7 primary schools, 18.8 middle schools, 
12.8 high schools, 580 secondary vocational 
institutions, 853 arts and science colleges, 308 
professional colleges and 26 universities. 

Table 8.26 shows the increase in the number 
of teachers in educational institutions in Pakistan 
since Independence. In 1947-48, there were only 
17.8 thousand primary school teachers, 12 thousand 
middle and 6.8 thousand high school teachers while 
in 1999-2000, there were 366.4 thousand primary 
school teachers, 91.5 thousand middle and 155.7 
thousand high school teachers. Similarly, we can 
see that the number of teachers in colleges and 
universities has also increased over the years. 

Table 8.27 and 8.28 shows the increase in the 
number of students in educational institutions since 
independence. The number of students was only 
770,000 at primary level, 221,000 at middle level, 
58,000 at high stage, 4,000 at secondary vocational 
institutes, 14,000 at arts and science colleges, 4,368 
at professional colleges and 700 in universities in 
1947-48. Current data for 1993-2004 and 2011-12 
are available in Tables 8.27 and 8.28. 1 


DEVELOPMENT OF SCIENCE 
AND TECHNOLOGY 


The vast development in science and technology 
is swiftly transforming the traditional pattern of 
human life. This phenomenal speed and scope 
of continuing changes, makes it imperative for a 
developing country like Pakistan to equip itself, 
without delay, to cope effectively with technological 
challenges of this era. 

At Independence, Pakistan inherited a very weak 
base in science and technology; there was only 
one fully functional university and three or four 
inadequately equipped small research institutions, 
Although considerable development has been made 
during the past several years, there are numerous 
problems that still remain. 


Problems in Development of 
Science and Technology 


There are many factors which hampered a steady 
pace of development in science and technology 
in Pakistan but a few key elements share a 
complex interdependence and this leads to a slow 
development process, 


Quality Manpower 

The most important role in the development of 
science and technology is scientific manpower. 
Unfortunately, Pakistan lacks this resource with 
the result that there exists an isolation of science 
and technology from national economic planning 
process as well as from major user agencies. ‘There 
is a severe shortage of well defined priorities 
for scientific research and imbalance in sectoral 
allocation. There is an inadequacy of university 
programmes for research work and as a result the 
quality of manpower is affected, 


Conducive Environment for Creative Work 

Although there is a shortage of quality manpower, 
but even high level of manpower can only perform 
effectively when there are proper backup services. 
The research efforts are fragmented due to lack of 
coordination between scientific establishments in 
the country. There are insufficient opportunities 
for Pakistani scientists to maintain professional 
links with active centres of learning in the world 








ee ee 


Eee 


and there is non-availability of easy access to the 
latest scientific information. Therefore, the overall 
environment is required to be made conducive 
to research and development in science and 


technology. 


institutional Infrastructure 
There is a severe need for the establishment of 
effective institutions for the promotion of research 
in scientific fields and relevant technological 
information for development programmes in 
agriculture, industry, health, housing, highways, and 
other sectors. . 
The private sector can play an active role in 
creating dynamic and well endowed scientific 
institutions. But unfortunately, the development 
of science and technology in Pakistan is confined 
entirely to the public sector, even our industrialists 
have shown very little enthusiasm for development 
significantly in house research capability. 


Adequate Financing 
Adequate financing is another key factor required 
for the development of science and technology. 
But unlike the progressive developing countries, 
our financing for development of science and 
technology remained static for many years at well 
below 0.2 per cent of GNP, which is less than 
One-fifth of minimum recommendation for poor 
developing countries under the UN World Plan of 
Action for application of science and technology to 
development. On the other hand, the corresponding 
figure for developed countries is as high as 3 to 5 per 
ent of their incomparably larger GNP. Inadequate 
financing can be considered as a major factor for 
less feasibility and effectiveness of our development 
Programmes. 


Achievements in Science and Technology 


Realizing the importance as well as constraints 
in the development of science and technology, 
“1 investment of Rs. 1,838 million was planned 
uring the Fifth Five Year Plan. Although the actual 
“location fell below that target but a steady pace of 
Progress was maintained. Some major achievements 
“Uring the Fifth Five Year Plan were the develop- 
Ment of National Institute of Electronics, Silicon 
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Technology Development Centre, National Institute 
of Oceanography, National Institute of Power, 
Drainage, Reclamation Institute of Pakistan, and 
Agriculture Research Council. . 

The level of research activity in Pakistan Council 
for Scientific and Industrial Research (PCSIR) has 
improved considerably. 

In order to accelerate progress towards an 
early attainment of self reliance in science and 
technology, the total planned investment was raised 
up to Rs.5.1 billion (gross Rs.5.8 billion). Of this 
approximately 77 per cent (i.e. Rs. 3.96 billion) was 
utilized during the Sixth Five Year Plan. The Sixth 
Five Year Plan stressed the strengthening of the 
institutions established during the Fifth Five Year 
Plan and initiating new institutions in those fields 
which were neglected during the previous plan. The 
new institutions established under the Sixth Five 
Year Plan were Pakistan Medical Research Council, 
Pakistan Council of Appropriate Technology, 
Pakistan Council for Research in Water Resources, 
Agricultural and Forestry Research, Transport 
Research, and Hydrocarbon Development Institute 
of Pakistan. 

Similarly, in the Seventh Five Year Plan, the 
total financial allocation was raised to Rs.7 billion. 
The programme heavily emphasized strengthening 
the existing infrastructure and creating facilities 
in those important areas where none existed as 
yet. Due to the emphasis on strengthening the 
existing infrastructure, only a few major scientific 
institutions were introduced. These were the 
Institute of Science and Technology and National 
Research Fund. In this programme too, it was widely 
stressed that public sector must be strongly pressed 
to take part in the development of science and 
technology. 

The task of the development is not so simple to be 
left entirely to any government. It is a national issue 
and involves the complete participation of both 
the public and private sectors. Although progress 
has been made, there are still many frontiers to 
be discovered. This can only be achieved if the 
government utilizes all means of communication 

to make the people aware of its importance. Only 
then can Pakistan achieve a pace of development in 
science and technology. 


3 


Infrastructural Services II 


TRANSPORT 


Transport and communication are essential in 
economic development. This sector consists of 
two subsectors, i.e. transport subsector and com- 
munication subsector. The transport sector includes 
passengers and freight traffic by road, rail, air and 
ships. The communications sector, on the other 
hand, includes postal services, telegraph, telephone 
and satellite services, radio, and television. 

Due to their importance in economic develop- 
ment, the government has made efforts to develop 
and improve the means of transport and communi- 
cation. According to the Pakistan Economic Survey 
2011-2012, the total length of the roads is 260,760 
kms and that of railways is 7,791 kms. Pakistan 
International Airlines had 39 aircraft and Pakistan 
National Shipping Corporation had 10 vessels. In 
2011-2012, there were 13,035 post offices in the 
communication sector. 


IMPORTANCE OF TRANSPORT 
AND COMMUNICATION 


It has been well said that ‘transport is civilization. 
Easy means of transport and communication are 
of great importance for the economic development, 
social progress and political stability of a country. 
From the economic point of view, transport 
expands the area of division of labour, facilitates 
the movement of raw materials from their place of 
production to the place of their utilization and in 
return, it facilitates the movement of goods from 
production centres to consumer centres at home 
and abroad. All this results in more and better 
production, and balancing the deficit areas in the 
- economic absorption of the surplus areas. Economic 


histories of all advanced countries show that their 
economic development was accelerated, if not 
actually initiated, by increased facilities of transport. 
The Indian subcontinent consisted of self-sufficient 
village units before the coming of railways and 


roads, which broke down this isolated and hence | 


backward economy. 


Socially speaking, improved transport facilities | 


encourage the mixing and mingling of people. They 
promote the spread of education and make medical 
relief possible wherever necessary. Politically, 
transport facilities allow quick movements of 
armies and equipment to strategic points, thus 
making the defence more economical and effective. 
Communications and transport also help in the 
maintenance of law and order within the country. 


MAJOR MEANS OF 
TRANSPORT IN PAKISTAN 


The major means of transport in Pakistan are: 
1, Railways 3. Pakistan International Airlines 
2. Roads 4. Ports and shipping 


1. Pakistan Railways 


Pakistan Railways came into existence on 13 May 
1861, when Karachi and Kotri were linked by rail 


Later, its network continued to grow. In 1947 — 


North Western Railway (NWR) was transferred !@ 
Pakistan. It had a route mileage of 4,999. In FebruatY 
1961, the railways was renamed as Pakistan Westef® 
Railways and in May 1974 as Pakistan Railways. 
Pakistan Railways network, comprising 7,79 | 
route kilometres had 22,052 freight wagons tilt 
2003-2004 (July-March). Its main route stretch® 


from Landi Kotal in the famous Khyber Pass, on the 











north-western frontier of Pakistan, to Karachi Port 
in the south passing through the fertile plains of 
the Punjab and Sindh. A branch line of the railway 
winds its way from Sukkur in Sindh to Spezand, near 
Quetta, in Balochistan when it bifurcates into two, 
one terminating at Chaman on the Afghan border, 
and the other joining the Iranian Railway beyond 
Kothi Taftan Station which connects Zahidan. From 
Karachi to Lalamusa and Kundian and up to Sibi (on 
the branch line) the terrain is almost flat, but there 
are heavy gradients north of Lalamusa, Kundian and 
beyond Sibi on the Bolan Pass. 


Organization 

The task of policy-making for the Pakistan 
Railways has been entrusted to the Railway 
Board headquartered in Islamabad. This board 
comprises three technical members and a finance 
member, and is headed by a Chairman who is also 
Secretary, Ministry of Railways. Pakistan Railways 
is headed by a General Manager with headquarters 
at Lahore. 

The Railways are operated on divisional system. 
There are seven operating divisions besides one 
Workshops Division. These are headed by the 
Divisional Superintendents who are accountable to 
the General Manager for day-to-day working and 
are assisted by officers responsible separately for 
works, transportation, mechanical and electrical 
Engineering, signalling, personnel, commercial, 
railways police, and accounts. 


Development Plans 

At the time of Independence in 1947, big portions 
Of the track locomotives and carriages were old and 
Worn-out due to the lack of replacements during 
the Second World War period. The gigantic task of 
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modernizing the locomotive and rolling stock fleet 
and rehabilitating the track was immediately taken in 
hand in the absence of good roads and any domestic 
airlines in this newborn country. Locomotives 
were converted almost overnight from coal to oil- 
burning, spare parts production was developed, and 
several other problems were surmounted in record 
time. The changeover of motive power from steam 
to diesel electric locomotive and the replacement 
of wooden carriages by steel coaches were the first 
major innovations after Independence. 

In the beginning, a very high priority was given 
to the Railways in the national planning. The first 
two Five Year Plans launched by the Railways were 
very successful. The development of Railways was, 
however, drastically curtailed in the Third Five Year 
Plan, and the 1965 war with India resulted in further 
cuts in allocation for development expenditure. 
During the Fourth Five Year Plan period, the 
development programme was carried on annual 
development programme (ADP) basis. From the 
First Plan period, efforts were resumed to replace 
overage assets, but due to financial constraints 
the rate of obsolescence of assets outpaced that of 
replacement.’ 


2. Road Transport 


Our road network comprised a route of 260,760 
kms during 2009-2010 (July-March). Roads are 
the most dominating inland transportation for both 
passengers and freight traffic. 


Major Projects for the Development of Roads 


An efficient transport and communications network 
is a prerequisite for socio-economic growth. 
While Pakistan has made considerable progress 


Table 9.1 Pakistan Railways Performance 
ee 


Source: “Pakistan Economic Survey 2011-2012, Table 13.3, p. 180. 


or 2011-2012 
ulars 2009-2010 2010-2011 (uly-February) 
Route Kitometers 7,791 7,791 7,791 
Fp sengers Carried (mitllons) 83.89 79.99 6.42 
relght Carried (miltion tons) 83.89 63.00 7.23 
alk Tons (kilometers) 5,453 6,187 9,52 
8s Earning (B.m) 21,887 18,740 9,359 
relight Wagons (number) 19,538 $8,538 17,000 


Pakistan, Directorate of Films and Publications, Ministry of Information and Broadcasting, Government of Pakistan, 1988, pp, 258-59, 
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in recent years in communications, the transport 
system is under strain from the growing needs of 
the expanding economy. Road transport has been 
improving but the railways need considerable 
overhauling to overcome present constraints. In air 
transport the entry of private airlines has proved 
successful, 


TRANSPORT SYSTEM 


Roads Network 


The preferred mode of transportation in Pakistan 
is road transportation, carrying 9 per cent of 
passengers and goods traffic. The total length of 
roads in Pakistan is 260,960 kms, including 180,910 
kms of high type and 180,910 kms of low type roads. 
The present road network is not adequate to meet 
the requirements. 


National Highway Authority (NHA) 


The NHA is currently the custodian of 46 Pakistan's 
major inter-provincial links called the national 
highways, including the motorways. The total 
length of roads, under NHA, now stands at 12,000 
kms. These roads cater for 90 per cent of the 
commercial road traffic in the country. 


Major Ongoing Projects 


The government in early 2000 assigned the NHA 
to undertake the construction of Makran Coastal 
Highway (MCH, 653 kms) together with the 
construction of Karachi Northern Bypass (56 
kms) and Lyari Expressway (2x16 kms). The NHA 
undertook the construction of these projects on 
priority basis. MCH has already been completed 
in three segments comprising Lyari-Ormara (248 
kms), Ormara-Pasni (151 kms) and Pasni-Gwadar 
(153 kms). Similarly, a large part of the Karachi 
Northern Bypass has also been completed. Work 
on the Islamabad-Peshawar Motorway (M-1) was 
also restarted under revised arrangements through 
a consortium of local contractors for completion in 
phases. The Islamabad-Burhan and the Rashakai- 
Charsadda sections have already been completed. 
The entire motorway was completed and opened 
to traffic in 2007. Work on the Islamabad—Murree 


Dual Carriageway has also entered in its fina] 
phase. The Mansehra-Naran road has also been 
completed and work up to Jhalkhad is in progress. 

NHA has completed 12 flyover bridges, 
during 2011-2012. It has launched/awarded 16 
new Development Projects covering a length of 
above 500 kms including crossing of bridges, 
interchanges and roads upgradation during the last 
one year at a cost of Rs. 20 billion. Currently, it is 
working on 46 projects at a cost of Rs. 245 billion, 
Scope of work includes construction of roads, river 
bridges, tunnels, flyovers, bridges and interchanges, 


Air Transport 


The government has opened the domestic sector 
to private sector competition. To date, two private 
carriers are operating successfully on local/inter- 
national routes, namely: Shaheen Air Lines and Air 
Blue. 

During the year 2011-2012, its operating revenue 
was Rs. 117 billion against operating expenditure of 
Rs. 133 billion. During the above year, it introduced 
some international routes. 


Ports and Shipping 


Paksitan has three major sea ports, namely: 
Karachi Port Trust, Port Qasim, and Gwadar Port. 
Besides, two fish harbour-cum-mini ports are being 
developed at Gwadar and Keti Bunder. Karachi Port 
is a deep water natural seaport with a long approach 
channel and it can receive tankers, containers, bulk 
and general cargo ships. It is the main port, handling 
the majority of all the dry and liquid cargoes. 

Port Qasim, located 50 kilometres southeast 
of Karachi, is Pakistan’s second deep seaport and 
was built in 1980 for overflow of raw material 
from Karachi Port Trust and to handle imports 
for Pakistan Steel Mills. Within a short span it has 
grown into a full-fledged port offering a wide rangé 
of facilities for general/bulk cargoes specialize 
terminals for oil, liquid chemical and containé! 
handling. 


i) Karachi Port Trust 
Karachi Port has made steady progress on sound 


and scientific lines in various sectors to boost thé 


national economy. It is the premier port of Pakistat 


and handles about 75 per cent of the entire nation? 
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trade. It is a deep sea natural port with a 115 kms 
long approach channel providing safe navigation to 
75,000 DWT tankers and modern container vessels. 
Karachi Port handled cargo volume of 27.8 million 
tonnes during fiscal year 2011-12 (July-March). 


ii) Port Qasim 

Port Qasim is Pakistan's second deep seaport, 
meeting more than 40 per cent of the shipping 
requirements of the country. The port has now 
transformed itself into a bustling hub of international 
trade. Currently a diverse range of commodities 
ie. furnace oil, chemicals, edible oil, coal, wheat, 
fertilizer, molasses, machinery, iron ore, and crude 
oil containers are handled at the port. A cargo 
volume of 19.7 million tonnes was handled at the 
Port during the period July-March 2011-2012. 
A conducive and user friendly atmosphere has 
been developed to boost box trade at the port. 
Consequently, it has become the busiest terminal 
of the country. 


jii) Gwadar Port 
Gwadar deep seaport is the third port of Pakistan. 
Situated on the Balochistan Coast, it is at a distance 
of about 460 kms from Karachi. Gwadar Port, 
located at the mouth of the Persian Gulf and outside 
the straits of Hormuz, enjoys high commercial and 
Strategic importance. 

It was inaugurated on 20 March 2007 and 
commenced commercial operations in March 2008. 

€ total cargo handled at the port during 2011~ 
2012 (July-March) was Rs.4.1 million tons. The 
Evernment is importing all bulk cargo comprising 
Of urea, wheat and coal through it. 


Pakistan National Shipping Corporation 


{PNsc) 


This Corporation is a national flag carrier and its 
~ 40 objective is to serve as an operating link with 


Major trading partners of the country, maintain 


4;.,, labilize the freight rates and serve as a strategic 
'N Case of emergencies. 
€ fleet strength of Pakistan National Shipping 


Cc 
“°rPoration during the period July-March 2011- 
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2012 was 10 (July-March) vessels with a deadweight 
tonnage of 628,409 tonnes and the estimated 
revenue for the same period was Rs. 6,640 million. 
The Corporation's ships also handle all types of 
cargoes including rice, fertilizer, steel, coal, iron, 
ore, machinery and general cargo. A dedicated 
container service has been established between 
Karachi, Colombo, and Singapore. This has been 
made possible after removal of taxes and duties from 
imported ships, thus, enabling PNSC to induct its 
already acquired ships into the new service. 


COMMUNICATION 


A communication system plays an important role 
in the development of a country. If the means 
of communication are economical, fast and well 
developed, it helps to facilitate modernization 
and opens new markets. The important means of 
communication in Pakistan are: (i) postal services, 
(ii) telegraph and telephone services, (iii) radio 
(iv) television, and (v)} satellite, 


Telecom Sector 

By fiscal year 2012, teledensity in the country was 
71,66 per cent. By the end of March 2012, mobile 
subscribers were 118 million. Major players in the 
market: Mobilink (3.25 per cent), Telenor (24.8 
per cent), Ufone (19.54 per cent), Warid (12.17). 

During the above telephone company contributed 
Rs. 117 billion to national exchequer. 

Regulatory framework exists. It is mandated for 
regulating the established media. Pakistan television 
Corporation Limited is delivering its services by 
introducing new products and opening new value 
added services. 

Pakistan Broadcasting Corporation is the largest 
Radio Network in the country. 

Pakistan Post Office Department is offering 
several new services including Benazir Income 
Support Programme through money order system, 
Western Union Money Order remittances, business 
established at small and smart centres, saving 
services, Operating postal life insurance and 
computerized pension system. 
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COMMUNICATION NETWORK 


The importance of communication in development 
cannot be overemphasized as the world has 
become a smaller place with the advent of new 
types of technology such as the telex, fax, phone 
networks, internet, satellites etc. These new forms 
of communication have reduced drastically the 
time it takes to transmit information. Information 
is absolutely necessary in the highly competive 
world of international trade. Thus, an efficient com- 
munication system not only promotes commercial 
exchanges but can also play a role in the development 
of regional trade. Pakistan has developed a modern 
telecommunication and postal system. 

The Telegraph and Telephone (T&T) Department 
was converted into Pakistan Telecommunication 
Corporation on 15 December 1990 by delegating 
the powers to the Board of Directors for better 
functioning of the telecommunication system in 
the country. Thereafter on 1 January 1996, the 
said system was reorganized by establishing the 
Pakistan Telecommunication Authority (PTA), the 
National Telecommunication Corporation (NTC), 
the Pakistan Telecommunication Company Limited 
(PTCL). The PTA has been organized to regulate 
the establishment and operation/maintenance of the 
telecommunication system in Pakistan. The NTC 
was established to control and meet the telecom- 
munication requirements of the government and the 
defence services by maintaining complete secrecy. 
The PTCL was established for the improvement 
of telecommunication system, i.e. to provide most 
modern facilities to the customers on commercial 
basis. Performance of the above mentioned organi- 
zations is narrated below: 


Pakistan Telecommunication Authority 
(PTA) 


The Pakistan Telecommunication Authority has 
issued value added licences for various Telecom- 
munication services 2,744 till December 2001, 
Special Communication Organization (SCO) 
and to private companies to operate telecom 
Services in Pakistan, Presently 144 operators of 
different telecom services are providing these to 
the consumers which include cellular phones, card 
. pay phones, e-mail/Internet, data communication, 


digital radio paging, trunk radio, and voice mail etc. 
The PTA has issued licences for various telecom- 
munication services totalling to 291 operations out 
of which 122 were in operation till March 2001. The 
PTA issued 827 licences for cable television service 
totalling 2,744 till December 2001. The PTA issued 
827 licences for cable TV services 79 for card pay 
phones, 28 for data communication networks, 116 
for electronic information services, 11 for trunk 
radio, 9 for store and forward fax, 3 for non-voice- 
communication network, and one for Global Mobile 
Personal Communication. 

The PTA was established in January 1997 under 
the Pakistan Telecommunication (Reorganization) 
Act, 1996 to regulate the establishment, operation 
and maintenance of telecommunication systems, 
and the provision of telecom services. It protects 
the interests of telecommunication service providers 
and users, ensuring that the consumers get high 
quality services at competitive prices, with a 
reasonable range of choice. 


ENERGY 


Energy occupies vital importance in the economy 
of a country. Its uninterrupted supply keeps the 
comfort of families at home and ensures the 
continuous and sustained working of the economy. 
During 2011-2012, energy outages in Pakistan 
continued to be the dominant constraints in her 
socio-economic growth. Supply shortage is the 
main issue which has caused social tensions in 
the society, slowdown industrialization effect, free 
flow of production, resulted in negative impact 
on increase in job, causing anxiety in homes with 
psychological pressures and affecting the economy 
in its total framework. However, the following table 
shows that supply shortage of energy has been 4 
historical problem. 

By 2011-2012, Electricity and Gas shortages were 
considered to be the primary cause of constraint 
production activities. It has been estimated that the 
cost of power crisis in Pakistan was 2 per cent 0 
her GDP. Officially it has acknowledged that there 
was under utilization of installed capacity upt? 
4,000 MW. Oil used in the generation of electricity 
is vulnerable in its cost due to fluctuations of if 


international price. Unfavourable law and orde! 
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Table 9.2 Supply Shortage of Energy: In retrospect 


a ee, 


Period Scenario 


cine, ee ee ee neo 


Till 7960s Less than 2/3 energy requirements were met through its own domestic resources. 

1990s Efforts were made to bridge the wide gap between everincreasing demand and limited energy 
supply. 

2000s Energy sector became pronounced due to faster rate of growth in its demand. However, 


breakthrough efforts were not undertaken to ensure increase in supply side 





Source: Pakistan Economic Survey 2008-2009, Stalistical Annexure, Table 


enabled the government to discover more and 
more oil from the sovereign land of Pakistan. 
Consequently, she has relied overwhelming on the 
import of oil. During 2011, energy consumption of 
various sources consisted of gas 43 per cent, oil 29 
per cent, electricity 16 per cent, coal 10 per cent and 
miscellaneous sources 2 per cent. 


SUPPLY OF ENERGY 


The composition of the final energy supplie 
included: crud oil, petroleum products, gas, 
electricity and coal. A brief review in respect of each 
of these components is as under: 


1) Crud Oil 

Total supply of crude oil during 2010-11 consisted 
of 68 per cent imported oil, and 32 per cent locally 
extracted, 


2) Petroleum Products 
These products are produced from the processing of 
Crude oil at petroleum refineries and the extraction 


of liquid hydrocarbons at natural gas processing 
Plants, 


3) Natural Gas 


‘Vis used in general industry to prepare consumer 


items, to produce cement, and to generate electricity. 


ransport sector uses it in the form of CNG and it 


4S an important input to manufacture fertilizer. 


{ present, 27 per cent private and public sector 
“Ompanies are engaged in oil and gas exploration 
“hd production activities. Its consumption is rapidly 


‘Ncreasing. Indigenous natural gas has been a type of 


¢l used by thermal power plants. Due to increase 


in the price of oil, it was cheaper to use natural gas 
to product electricity. Due to its shortage it has 
adversely affected the manufacturing sector. It is an 
alternative fuel for automobiles and was introduced 
in 1992. 


ELECTRICITY 


The following tables show various sources of 
electricity generation during 201 1-12: 


Table 9.3 Sources of Electricity Generation 





S. No, Source Percentage 
1. Hydel 33 
2 Oil 35 
3 Gas 27 
4 Nuclear _05 
Total 100 





Source: Pakistan Economic Survey, 2011-12 Table 14.1%, p. 208. 


Table 9.4 Electricity Generation by Companies 


S. No. Particulars Percentage 
1. WAPDA 49 
2, KESC 08 
of 
dg. (PPs 39 
4. Nuclear _04 
Total 100 





Source: Extracted from: Pakistan Economic Survey 2011-2012, 
Table 14.12, p. 209. 


NUCLEAR 


Pakistan Atomic Energy Commission is responsible 
for planning, construction and operation of 
Nuclear Power Plants in the country. Currently, it 
is operating three nuclear power plants namely; 
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Karachi Nuclear Power Plant and Chashma Nuclear 
Power Plant Unit No.1 & 2. Units No.3 & 4 are 
under completion. 


COAL 


Pakistan has reported to have huge coal reserves 
which are estimated over 185 billion tons. Efforts 
are going on to harness the huge coal resources 
and convert these through processing including 
gasification for use as electricity. During 2010-11, 
total production of coal was 7.7 million tons. 


ELECTRICITY USAGE 


Electricity usage by groups is tabulated below. 


Table 9.5 Electricity Usage 


Particulars Percentage 
a 
Domestic 42 

Industriat 26 

Agriculture 12 

Suppiy to KESC 08 

Commercial 06 

Bulk Supply os 

Punbtic Lighting 01 

Total 100 


a ee ee eee 
Source: Computed from: Pakistan Economic Survey 2011-2012, 


Table 14.21, p. 216. 


POWER LOSSES: 


Power losses consist of technical losses and 
power thefts. The overall governance of electricity 
companies also require sweeping changes with 
high integrity of billing and recovery. During 
2011-12 (July~March) reported transmission and 
distribution losses were 19.5 per cent. This menace 
needs to be arrested and uprooted so that power 
thefts are eliminated in our system and the huge 
losses which public sector enterprises are facing be 
significantly reduced. 


ALTERNATE SOURCES OF ENERGY 


Due to shortage of electricity, there is a growing 
demand for breakthrough effort in respect of 
renewable energy technologies and through alternate 
energy generation. Efforts in this dimension include 
bio-diesel, bio-gas projects, construction of small 
dams, tapping solar energy. Universities in Pakistan 
are urged to introduce Solar Energy Department so 
that it can have a positive forward looking linkages 
to increase the electricity supply and ensure efforts 
which can result in narrowing the cap between 
demand and supply. This will have positive impact 
on the socio-economic growth of Pakistan and 
can also meet the challenge of supplying domestic 
electricity. 
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ECONOMIC PLANNING 
AND POLICIES 


10 


Macroeconomic Framework and Performance: 
Pakistan's Planning Experience 


THE ROLE OF 
DEVELOPMENT PLANNING 


Planning was given greater importance after the 
Second World War. Let us consider: Why do we 
need economic planning and what role does it play 
in the process of development?’ In order to break 
the vicious circle of poverty in underdeveloped 
countries and to initiate and accelerate the process of 
their economic development, planning is required. 


The Market Failure Argument 


Markets in the less developed countries are perme- 
ated by imperfection of structure and operation. 
Commodity and factor markets are often badly 
organized and the existence of distorted prices 
often means that producers and consumers are 
responding to economic signals and incentives that 
are a poor reflection of the real cost to society of 
those goods, services and resources. It is, therefore, 
argued that governments have an important role to 
play in integrating markets and modifying prices. 
In the absence of governmental interference, the 
market is said to lead to a misallocation of present 
and future resources or at least to an allocation that 
may not be in the best long-term social interests. 

In the less-developed economies, market prices 
of the various factors of production such as labour, 
capital and foreign exchange deviate substantially 
from their social opportunity costs and are, there- 
fore, not a correct measure of the relative scarcity or 
abundance of the factor in question. 

Planning in developing countries is made 
necessary by the inadequacies of the market as a 
mechanism to ensure that individual decisions will 


optimize economic performance in terms of the 
society's preferences and economic goals. Even more 
importantly, the market mechanism cannot properly 
allow the external effects of investment. 


Mobilization and Allocation of Resources 


Development process requires huge financial 
resources, and especially for building up social 
overhead capital. Private enterprise cannot easily 
mobilize sufficient financial resources needed for 
development purposes. The government is in a 
far better position to find the necessary resources 
through taxation, borrowing and deficit financing 
which are not open to private enterprises, But in 
order to mobilize resources through these various 
measures, the government must decide the amount 
of financial resources needed for development 
schemes and also the extent to which the various 
sources of finance are to be tapped. 

Besides resource mobilization, the second 
important decision is the allocation of resources. 
A Third World economy cannot afford to waste its 
limited financial and skilled manpower resources 
on unproductive ventures. Investment projects 
must be chosen not solely on the basis of @ 
partial productivity analysis dictated by individual 
industrial capital/output ratios but also on the 
basis of an overall development programme that 
takes account of external economies, indirect 
repercussions and long-term objectives. Skilled 
manpower must be utilized where its contribution 
will be most effective. Economic planning is 
assumed to help modify the restraining influence 
of limited resources by recognizing the existence 
of particular constraints and by choosing and 
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coordinating investment projects to channel these 
scarce factors into their most productive outlets. 
In contrast, it is argued that competitive markets 
will tend to generate less investment to direct that 
investment into socially low priority areas (e.g. 
consumption goods for the rich) and to disregard 
the extra benefits derived from a planned and 
coordinated long-term investment programme. 


Need for Structural Change 


In certain conditions an economy may move 
towards structural change. In general, structural 
change is desirable because of three factors: 
(1} To modernize the economy. 
(2) To turn the industrial sector into the 
foundation and backbone of the economy. 
(3) .To increase the pace of capital accumulation 
in the economy. 


In developing countries these three factors bring 
about change in the structure of their economy. In 
Pakistan, for example, many efforts have been made 
to industrialize the economy from its traditional 
agrarian structure. This cannot be done without 
effective and comprehensive planning. 

The dualistic model, presented by Arthur Lewis, 
explains the benefits of a structural change from 
agriculture to the industry. The model says that 
if surplus labour is shifted from agriculture to 
industry, its marginal productivity would increase. 


Reduction of Income Inequalities 


Another argument in favour of planning is that it 
is necessary to ensure just distribution of the fruits 
of economic growth and reduce the inequalities of 
income and wealth. 

By equal distribution of wealth, we mean the 
average man to reap the fruits of equitable economic 
development equitably. We want equitable distribu- 
tion of income because of two important reasons: 

(1) Misallocation of resources is a result of 
unequal distribution of income. 

(2) Inter-class disparity is created and the spirit 
of cooperation between the members of 
society is eroded. 

Market forces (mechanism) provide no solution 
'o the unequal distribution (in fact they make 
the problem even more severe) and this makes 


government intervention necessary. The purpose of 
this intervention would be to equally redistribute 
the wealth among the members of the society so 
that they may enjoy the fruits of development. 
In the absence of planning and conscious efforts, 
inequalities of income and wealth will further 
increase and benefits of economic development will 
not be fairly distributed. 


Balanced Growth 


Planning is also required to ensure balanced growth 
among different sectors. There must be a balanced 
growth between agriculture and industry—consumer 
goods industries and capital goods industries. In a 
laissez-faire economy, balanced growth cannot be 
achieved because market forces and profit incentives 
will cause the resources to be invested in channels 
that are highly profitable for a small segment of the 
society, and in this way misallocation of economy's 
capital and human resources will occur. Only by the 
means of economic planning can balanced growth 
in all sectors and industries be ensured. 


Price Stability 


An important reason for economic planning 
is maintaining price stability. Stable prices are 
always desirable. Often natural factors cause price 
instability (especially in the case of agricultural 
products). For example, if there is a good crop of 
wheat, its production will increase and price will 
fall, On the other hand, floods or some other factor 
may destroy the crop and the price will increase. To 
overcome these price fluctuations, the government 
has to take steps. For example, the problem of 
wheat can be solved by estimating the total demand 
of the economy for wheat. In case of prosperity, 
government should accumulate buffer stock which 
could be used in the years of poor harvest. 


Avoiding Business Cycles 


Planning has also proved to be a powerful instrument 
for eliminating instability which is found in a free 
market economy. Private enterprise, if left free, 
would produce trade cycles, and unemployment. It 
is generally agreed that economic planning largely 
helps in making the business cycles less severe. 
Planning is advocated even for developed and 
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advanced economies. These economies do not have 
development problems but need a mechanism which 
would prevent violent fluctuations in economic 
activity and smoothen the course of business. 

Similarly, planning is also needed in LDCs for a 
steady rise in the national income. Otherwise, it will 
be marked by trade cycles that create hardships for 
the people. 


Reducing High Unemployment 


Unemployment is nothing but a waste of human 
resources. Full employment is and has always been 
desired by all societies. The classical economists 
were of the view that full employment is always 
automatically achieved. This may have been true 
if there would have been perfect markets. Because 
of imperfections and government intervention, 
the markets are disturbed. When the wage rate is 
determined by any factor other than demand and 
supply of labour, unemployment will exist in the 
economy. At this point, government intervention is 
desirable to achieve full employment. 

Disguised, hidden or underemployment (all are 
the same thing) can also be removed by planning. 
Surplus workers can be put into other fields of 
economic activity so that production can be 
increased (Lewi's surplus labour theory). 


Removal of Regional Disparity 


Regional disparities arise fundamentally because 
of natural factors, e.g. if one region is blessed with 
natural resources in abundance while the other is 
not certainly the former will prosper while the latter 
will not. There are two types of regional disparities: 
(1) Intra regional disparity: means disparity 
among the regions. 
(2) Inter-regional disparity: means disparity 
within a region. Interal region disparity is 
often caused by government policy. 


The only solution to this problem is economic 
planning which can reallocate the resources 
efficiently among different sectors of the economy. 


Capital Formation 


Developing countries have a low national income 
because a large section of their population is poor 
and thus they can't save and invest sufficient money 
in production. Thus, investment is low which causes 
production and national income to remain on the 
lower level. This circle continues to repeat itself 
and in economic theory we call it the vicious circle 
of poverty. The only way to get rid of this circle is 
capital formation. But the poor masses of LDCs are 
not capable of capital formation. The only alternative 
is for the government to come forward. and take 
necessary steps to increase capital formation. The 
main task of the government in LDCs is to increase 
the rate of domestic savings and investment and 
to borrow from abroad for accelerating the rate of 
capital formation in the economy. The government 
can do this task satisfactorily only with the means 
of economic planning. 


The Psychological Argument 


It is often assumed that a detailed statement of 
national economic and social objectives in the 
form of a specific development plan can have 
a strong psychological impact on a diverse and 
often fragmented population. It is argued that 
an enlightened central government, through 
its economic plan, can best provide the needed 
incentives to overcome the inhibiting and often 
divisive forces of sectionalism and traditionalism in 
a common quest for widespread material and social 
programme. 


Foreign Aid Argument 


The formulation of detailed development plans 
with specific output targets and carefully designed 
investment profits has often been a necessary 
condition for the receipt of bilateral and multilateral 
foreign aid. With a shopping list of projects, Third 
World governments are better equipped to solicit 
foreign assistance and persuade donors that their 
money will be used as an essential ingredient in a well 
conceived and internally consistent plan of action. To 
a certain extent this process is a charade, motivated 
by developed country, desires for sophisticated and 
detailed project descriptions within the framework 
of a comprehensive development plan. 






ECONOMIC PLANNING 
IN PAKISTAN 


The history of economic planning in Pakistan can 

be divided into five distinct phases: 

1. The period of economic coordination 
(1947-53). 

2. The Planning Boards (1953-58). 

3. The Planning Commission (1958-68). 

4. The decline of the Planning Commission 
(1968-80). 

5. Attempts at revival of the Planning Com- 
mission. 


1. The Period of Economic Coordination 
(1947-53) 

Economic planning development was established 
in 1948. In order to act as a clearing house and 
establish economic coordination, the Colombo Plan 
was established in 1950 and the main emphasis 
was given to agriculture. But this plan was not 
implemented within time. No aggregate targets 
were mentioned for the economy as a whole. ‘There 
were no attempts to relate particular projects to 
achieve total targets. The planning machinery was 
not equipped to function effectively. 


2. The Planning Boards (1953-58) 

The creation of a Planning Board (later called 
Planning Commission) in 1953 marked the begin- 
ning of the second phase of economic planning 
which lasted till 1958. The Planning Board faced the 
following serious difficulties: 

(a) Shortage of trained staff. 

(b) Non-availability of accurate and reliable 
data. 

(c) Its uncertain position in the government. 

(d) It was regarded as a rival of the Ministry of 
Finance and the State Bank of Pakistan. 

(e) Political instability. 

(f) The annual plan was never seriously pursued 
at that time. 

(g) The Planning Board’s advice was in most 
cases disregarded by the implementing 
agencies. 

(h) Priorities were ignored. 

(i) Budget decisions were also distorted. 
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The First Five Year Plan was never really approved 
by the government. Its implementation suffered due 
to rapid changes in regimes and lack of political 
support. 


3. The Planning Commission (1958-68) 
in October 1958, the third phase in the evolution 
of the planning process began with the assumption 
of power by the military government. This regime 
chose to make economic development through a 
marked economy and reliance of the private sector 
as its primary objective. The new government set 
itself to achieve the following targets: 

(a) Rapid industrialization in the country. 

(b) Overcoming food shortage. 

({c) Removal of political instability. 

(d) Overcoming the problem of deficit in the 

Balance of Payments (BOPs). 


The status of the Planning Commission was raised 
to a Division in the President's secretariat. The 
President himself assumed the chairmanship of the 
Planning Commission and the Deputy Chairman, 
with the exofficio status of a minister, was made the 
operational head of the Commission. The Provincial 
Planning Department was organized. CDWP was 
chaired by the Secretary of Planning Division. 
The Planning Commission was also provided the 
secretariat for NEC which looked after the day-to- 
day work of NEC and was also responsible for final 
approval of the annual development programme. The 
ADP was formulated in the Planning Commission. 

The Second Five Year Plan (1960-65) was made 
in this phase and it was so successful that Pakistan 
set an example for other nations of the world. But 
unfortunately, Pakistan had to fight a war against 
India in 1965 due to which development could not 
be sustained. 


4. The Decline of the Planning Commission 
(1968-80) 

The decline of the Planning Commission as an 
important decision-making body coincided with 
the fall of the military government. The first major 
blow to the power and authority of the Planning 
Commission came during the next military 
government (1969-71) when serious planning 
was almost given up by the government. After 
March 1969, the Third Five Year Plan was virtually 
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abandoned. The publication of the Fourth Five Year 
Plan in 1970, to cover the period (1970-75), was 
given very little credibility because of the political 
conditions prevailing in the country at that time. 

The government which followed the collapse 
of the military government, was dismissive of the 
Planning Commission and in its early years, it was 
almost totally ignored. One reason for this was 
that the government decided to run the economy 
through annual plans, rather than through a 
comprehensive Five Year Plan, mainly because 
of the considerable political as well as economic 
uncertainties in the country. In 1972, the Planning 
Commission was placed directly under the contral 
of Ministry of Finance as a Division. During the 
period from 1972 to 1977, therefore, the Planning 
Commission exercised little overall control over the 
management of the economy in the sense that it had 
little say in the important economic decisions. 

The next government, which took over in July 
1977, emphasized the need for a Five Year Plan. 
Consequently, the Fifth Five Year Plan to cover 
the period of 1978-83 was published. But the 
government never seriously pursued the plan 
mainly because of the difficulty in implementing it 
during overall uncertain economic conditions. Little 
reference was, therefore made to the Fifth Five Year 
Plan in the annual plans and the overall review of 
the economic performance. 


2. Attempts at the Revival of the Planning 
Commission 

In early 1980s, the government took steps to revive 
the Planning Commission as an effective and 
authoritative economic decision making body. The 
Sixth Five Year Plan was formulated in 1983 for the 
period 1983-88 and was successfully implemented. 
During this period, the Planning Commission 
played its role effectively. In 1988, the document of 
the Seventh Five Year Plan and Second Perspective 
Plan for the periods 1988-93 and 1988-2003 
was prepared and published. But in 1988, a new 
government came to power and the Seventh Five 
Year Plan was never implemented. 


PLANNING MACHINERY IN PAKISTAN 


The role of the Pianning Commission in the 
formulation of economic plans and in influencing 
economic decisions has changed considerably over 
the years. However, the administrative machinery 
for the approval of the plans (both Five Year and 
annual) and for different development projects has 
remained the same since the early sixties. A brief 
account of the planning agencies in Pakistan is 
given below: 


1. The National Economic Council (NEC) 


The planning machinery is headed by the NEC as 

the supreme policy-making body in the economic 

sphere. It has the President as the Chairman and 
all Pederal Ministers in charge of development 
ministries and provincial governors as members. In 
addition, a number of other persons were invited 
to attend the meetings of the NEC as and when the 
agenda relates to matters concerning them. 

Functions: The major functions of NEC are: 

(a) To review the overall economic situation in 
the country. 

To formulate plans with respect to financial, 

commercial and economic policies and 

economic development. 

(c) To approve the Five Year Plans, the ADPs 
and provincial development schemes in the 
public sector above a certain financial limit 
and all non-profit projects. 


(b) 


It may appoint committees or bodies of experts as 
may be necessary to assist the council in the per- 
formance of its functions. NEC discusses different 
cases and takes decisions. To ensure implementation 
of the decisions, the secretary of each Ministry 
is expected to keep a record of all the decisions 
conveyed to him and watch the progress of action 
until it is completed. The Cabinet Secretary is also 
expected to watch the implementation of the council 
decisions. 


2. Executive Committee of NEC (ECNEC) 


The body directly below the NEC is the ECNEC. 
it is headed by the Federal Minister for Finance, 
Planning and Development. Its members include 
all Federal Ministers in charge of development 












ministries, provincial governors or their nominees, 
and provincial ministers in charge of planning and 
development departments. 

Functions: The functions of the ECNEC are: 

(a) To set up development schemes (both in the 
public and private sectors) pending their 
submission to the NEC. 

To allow moderate changes in the plan and 

sectoral adjustments within the overall plan 

allocation. 

(c) To supervise the implementation of 
economic policies laid down by the Cabinet 
and the NEC. 





(b) 


3. Annual Plan Coordination Committee 
(APCC) 


Another body concerned with economic policy 
is the APCC which is a purely advisory body 
responsible for advising the Cabinet and the NEC 
regarding the coordination of policies. It 1s headed 
by the Secretary General, Finance, Planning and 
Economic Coordination. All the federal secretaries 
of development ministries, heads of provincial 
planning and development departments, and heads 
of the SBP, the Board of Industrial Management, and 
PIDC are its members. 


4, Central Development Working Party 
(CDWP) 


Below the ECNEC is the CDWP which is responsible 
for the scrutiny and sanction of development 
projects. The Secretary, Planning Division, !s the 
president of CDWP. Its members include federal 
secretaries of the concerned departments, federal 
finance secretary and chairmen of the provincial 
planning and development departments. 

The development schemes of federal ministers 
costing over Rs.10 million and of the provincial 
governments costing over 50 million are submitted 
to CDWP for approval. 

The responsibility for the overall economic 
evaluation of Annual Plans remains with the 
Planning Division which places a report each year 
before the NEC evaluating economic achievements 
and failures. Mid-plan reviews outlining the 
Progress of the Five Year Plan are also published by 
the Planning Commission. 
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A CRITICAL APPRAISAL OF 
PLANNING MACHINERY 


The major problems which obstruct an effective 
planning machinery are given below: 


Administrative Obstacles of Planning 


One major obstacle which has stood in the way of 
establishing a sound, efficient, and independent 
planning authority is the lack of an effective 
administrative machinery. Some of the factors 
which still continue to act as administrative 
obstacles and bottlenecks in planning are discussed 
below: 7 
i. Lack of competent personnel. Qualified 
economists, experts, planners, etc. do not join 
government service because of lack of desired 
salaries and facilities. 

. Dilatory procedures. In Pakistan, documents 
and files must follow a prescribed series of 
steps through administrative layers. It has 
been pointed out that there often seems to be 
a disposition to shift the file and documents 
from one office to another or from one 
ministry to another. The resultant delays are 
inordinately long. 

3. Lack of coordination. In many cases, the 
coordination of development activities has 
been extremely difficult because responsibility 
of a project or programme is divided among 
many ministries and agencies. It becomes 
very difficult to implement the programme 
according to the approved policy. 


I.2 


Inadequate Preparatory Work on Projects 


When a potentially desirable project has to be 
identified, a feasibility study has to be made to 
determine whether it is practicable and justified. A 
feasibility study involves a detailed examination of 
the economic, technical, financial, commercial, and 
organizational aspects of a project. According to 
the Planning Commission of Pakistan, preparatory 
work on public sector projects in Pakistan was 
frequently lacking. Due to inadequate preparatory 
work on projects, plans have failed in achieving 
their targets. 


ee = 


176 THE ECONOMY OF PAKISTAN 


Lack of Implementation of Plans 


A major reason for the lack of implementation of 
the country’s various Five Year Plans has been the 
widespread failure of the governments of the day to 
maintain financial discipline. What is planned and 
what is done in many cases has little relationship 
to each other. At times, it appears that plans are 
prepared by the planning agency and policy is made 
by different bodies. 


Lack of Evaluation of Plan Progress 
and Project Implementation 


Flexibility is an essential element of development 
planning because in many cases changes in 
economic conditions make changes from the 
original plan unavoidable. A central planning 
agency must, therefore, constantly review and 
assess progress in relation to events. Unfortunately, 
whenever an evaluation has been made by the 
country’s planning authorities, these have been 
issued long after the end of the period to which they 
refer. In many cases, the midterm reviews of the five 
year plans have been published almost near the end 
of the plan periods and final reviews of previous 
plans have come long after the new plans have been 
launched and, therefore, have been of little use in 
formulating targets and policies for the new plans. 
The need for a good reporting system on plans and 
project implementation is, therefore, an essential 
prerequisite for a good evaluation system. 


PLANNING IN PAKISTAN 


‘Economic growth is a brutal morbid process, There 
are no shortcuts to it: 


Dr Mahbubul Haq 


Pakistan's economy was completely disrupted at 
the time of its Independence in 1947. The principal 
concern of the government in the early years after 
independence was to establish an administrative 
structure, to rehabilitate millions of refugees and 
to repair the damage caused by the disruption of 
the various social and economic services. In 1950, 
members of the British Commonwealth assembled 


in Colombo to mark the beginning of the Colombo 
Plan. The Government of Pakistan also included 
several continuing and some hurriedly prepared new 
projects in the Six Year Development Plan (1951-57) 
which was scheduled to go into effect from the 
middle of 1951. This plan was compiled within a 
period of three months. It visualized a modest public 
sector development expenditure of Rs. 2,600 million, 
No attempt was made to relate this investment 
to aggregate targets for the economy in terms of 
growth, employment or exports, nor to prepare any 
estimates or targets for the private sector. The focus 
of all activities was on the approval of the isolated 
development projects. To overcome these problems, 
the First Five Year Plan was undertaken before the 
completion of the Colombo Plan. 


First FIVE YEAR PLAN (195 5-60) 


The formulation of the First Five Year Plan which 
was to be completed by 1 April 1954 could not be 
completed in time and was postponed till 1 April 
1955. ‘The delay was due to initial problems such 
as lack of administrative and professional staff, 
absence of statistical data and even the resentment 
of other ministries and departments, Its first draft 
was not published until May 1956, revised in early 
1957, approved by the National Economic Council 
in April 1957 and published in its revised form in 
May 1958. 


Size of the Plan 


In the beginning, the size of the Plan was Rs. 11,500 
million, which was later revised by NEC to 
Rs. 10,800 million, of which Rs.7,500 million were 
to be invested in the public sector and Rs, 3,300 
million in the private sector. Out of these, Rs. 6,600 
million were to be financed by internal resources 
and Rs. 4,200 million by external resources in the 
form of foreign aid and debt. 
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Objectives 


The main objectives and targets of the revised Plan 

were: 

(1) to increase national income by 15 per cent 
and per capita income by about 7 per cent, 
after allowing for a population increase of 
1.4 per cent per annum; 

(2) to create 2 million new jobs, enough to 
absorb the estimated increase in the labour 
force; . 

(3) to increase exports by 15 per cent and obtain 
a surplus of Rs.200 million in the balance 
of payments by 1960, after fully meeting the 
current import requirements; 

(4) to increase food-grain production by 9 
per cent and progressively reduce the gap 
between domestic production and the 
consumption of food; 

(5) to achieve a major expansion in the produc- 
tion of commercial crops: 33 per cent in 
sugar cane, 2] per cent in cotton, 15 per cent 
in jute and 15 per cent in tea; 

(6) to cover about one-quarter of the rural 
population by organized Village Agricultural 
and Industrial Development (V-AID) areas 
so as to improve agricultural and industrial 
methods and productivity in the villages; 

(7) to increase industrial output by about 60 per 
cent, mainly in cotton cloth, sugar, cement, 
fertilizers and natural gas; 

(8) to provide new irrigation facilities to 16 
million acres and improved irrigation 
facilities to 4.2 million acres; 

(9) to increase installed power capacity about 
threefold, by 570 megawatts; . 

(10)to rehabilitate railway track and rolling 
stock; to add 100 locomotives, 450 carriages 
and 7,250 wagons; to construct 1,800 miles 
of new roads and improve 2,000 miles of 
existing roads; and to instal 48 new telephone 
exchanges and 62 extensions, permitting 
49,000 new telephone connections; 

(11)to create 250,000 building plots and to 
provide a nucleus of houses or material for 
‘self-build’ houses on half the plots; 


(12)to put 1 million additional children in 
primary schools and 144,000 additional 
children in secondary schools; to increase 
the annual output of primary teachers by 
3,000 and of secondary teachers by 540; and 
to produce about 650 graduate engineers and 
950 qualified engineering technicians every 
year; 

(13)to increase the annual output of doctors by 
100 and to add 9,000 more hospital beds; 

(14) to increase the rate of domestic savings from 
5 per cent in 1955 to 7 per cent in 1960; and 

(15)to rapidly increase the rate of development 
of East Pakistan so as to reduce regional 
disparities. 


Strategy of the Plan 


(1} The major concern of the indigenous 
planners was to create the physical, social 
and institutional infrastructure required for 
development. . 

(2) The plan put emphasis on the economic 
development of the less developed parts of 
the country. . 

(3) To reduce burden of foreign aid, it was 
decided to promote internal savings by 
giving inducements to the people and 
putting a ban on luxuries. . 

(4) To meet the financial requirements, it was 
decided to curtail non-development ex- 
penditure and certain effective measures 
were announced in this regard. 


Priorities of the Plan 


The highest priority was assigned to the industrial 
sector, fuel, and minerals and 28 per cent of the total 
public expenditures were to be invested in these 
sectors (see Table 10.1). 

Second priority was given to the water and power 
sector and it was decided that 20 per cent of the 
total public expenditures were to be invested in this 
sector. 


Z : ee . 134-135, 
DF Mahbubul Hag, The Strategy of Economie Planning: A Case Study of Pakistan. Karachi: Oxford University Press, 1966, pp. 134 
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Evaluation 


The dimensions of Pakistan’s First Five Year Plan 
were quite modest. The Plan proposed an increase of 
only 15 per cent in the national income in the face 
of an actual increase of 12 per cent in population. 
As national income increased by even less (13 per 
cent) than the Plan target, there was hardly any 
increase in per capita income. Actual investment 
was insufficient to absorb even one-half of the 
additional labour force during this period. 

There was an overall shortfall of about 30 per 
cent in the investment targets of the Plan. It appears 
that the momentum built up in the early phase of 
industrialization was partly lost during the Plan 
period, total investment remained almost constant 
despite a considerable increase in foreign aid and 
loans and private investment actually declined 
(Table 10.2). 

Domestic saving targets of the Plan were based 
on a questionable methodology. Average gross 
savings in the base period were underestimated 
while there were at least three different estimates of 
marginal saving rates, ranging from 8 per cent to 
34 per cent. Policies for domestic capital formation 
were inadequately spelt out and full attention was 
not paid to the earning of complementary inputs 
(like foreign exchange) which could have made the 
saving targets feasible. Domestic saving actually 
declined during the Plan period, the marginal rate 
of saving being 21 per cent. 

The First Plan indicated that a number of 
objectives had guided its allocation of investment 


Table 10.1 Allocation of Resources and Actual Expenditure 


First Plan Target 


Field of Development 


Amount 
Agriculture (including V-AID) 1,220 
Irrigation 1,260 
Indusiry, Fuels and Minerals 3,050 
Power S00 
Education 460 
Health 230 
Social Wellare and Manpower Training 100 
Transport and Communications 1,790 
Miscellaneous 300 
Housing 1,490 
Tota! 10,800 


to various sectors, such as (a) maximization of 
national income; (b) improvement in balance of 
payments; (c) provision of social services like 
housing, education and health; (d) creation of 
employment opportunities; and (e) acceleration in 
the rate of development of East Pakistan and other 
relatively less developed areas. However, it did not 
assign any definite weight to these objectives which 
were certain to clash at times. It is obvious that 
a wide array of allocation patterns would not be 
consistent with objectives defined so vaguely. In 
arriving at the pattern of allocation contained in the 
Plan, the planners must perforce have relied on their 
judgement and, thereby, given some implicit weight 
to different objectives. There is nothing wrong with 
such an approach however, it only makes the task 
of evaluation rather difficult, at the same time as it 
exposes planning decisions to arbitrary judgements. 
It should be noted that an explicit use of shadow 
prices would have helped to quantify the weight 
given to various objectives and facilitated the task 
of planning as well as that of evaluation. 

The Plan claimed to have given the highest 
priority to agriculture (Table 10.3), though it 
allocated only 11 per cent of the total investment 
funds to agriculture as against 28 per cent to 
industry and proposed an annual increase of 2.5 
per cent in agricultural output compared with 12 
per cent in industrial output. In actual practice, the 
targets in the industrial sector were realized while 
there was a substantial shortfall in agricultural 
targets. By the end of the First Plan, the stagnant 
character of the agricultural sector was emerging as 


(million rupees) 
First Plan Actual 





per cent Amount per cent 
11 570 7 
12 786 10 
28 2,430 a1 
§ §70 i 
4 440 6 
2 160 2 
1 30 1 
17 1,340 17 
3 
14 1,530 i9 
100 7,850 100 


Source: Mahbubul Haq, The Strategy of Economic Planning: A Case Study of Pakistan. Karachi: Oxford University Press, 1966, p. 155- 
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Comparison of Objectives/Targets and Achievements 


10. 


11. 


12. 


13, 


14 


15, 


16, 
17, 


Objectives/Targets 
National income: 15 per cent increase 
Population: 7 per cent increase 


Manpower and Employment. 
Creation of 2 million new jobs 


Balance of Paymenis: 
15 per cent Increase in exporis 


Foodgrains: 1.2 million ton increase (9 per cent} 


Cash Crops: Expansion in production of sugar cane, 
cotton, jute, {aa and tobacco. 


V-AID: 

5,000 village workers to be trained and posted 
in 26,000 villages for improving 

living standards in the rural areas. 


Large-scale indusirial Production: 


60 per cent projected Increase. Increase in production 


of various industries. 


irrigation: Extension of Irrigation to a further 
2.6 million acres of new land. 


installed Power Capacity. 
Increase from 280 megawatts in 1954-55 to 
800 megawatts by the end of 1960. 


Railways: Rehabllitation and renovation 
of Railways. 


Roads: 1,800 miles of naw roads; 2,000 miles of 
roads to be Improved. 


Housing: Rs. 1,490 million allocated which 
was 14 per cent of the Plan total. 


Education: 1 million additional 

children to be admitted to primary schools. 
144,000 to be put in secondary schools. 
Level of Literacy 


Health and Social Sector. 


Domestic Savings: Increase from 5 to 7 per cent. 


Regional Development. Reduction of regional 
disparities between East and West Pakistan. 


Achlevements 


13 per cent increase 


12 per cent increase. 
Unemployment situation worsened 


5.6 per cent fall in export index. 
1.6 million ton increase (13 per cent). 


Expansion only in sugar cane while the production of 
cotton, jute and tea was much below the targets and 
that of tea actually declined. 


Met with little success and the bulk of the allocation for 


the programme was not utilized. 


42.36 per cent increase 


Extension provided to only 1.1 million acres of naw land, 


Increase to 856 megawatts or 56 megawatts more than 


plan targets 


Though the targets were not fully met, considerable 
progress was made In the renewal of railway track, 
the replacement achieved up to 100 per cent. 


1,685 miles of new roads; 690 miles of roads impraved. 


Rs. 1,530 million actually spent which was 20 per cent of the 
tota! plan expenditure but the funds mainly went into the 


building of luxury construction Instead of law-cost 
housing. An effort to settle refugees was made only 
towards the end of the Plan Period. 


400,000 aciually admitted. 
195,000 actually admitted. 


Declined fram 18 per cent in 1951 to 15 per cent in 1961. 


Small increase in number of doctors, nurses and hospital 


beds, otherwise only nominal results were achieved 


Actual increase fram 5 to 6 per cent only. 


Situation worsened 


Sources: Pakistan Economic Survey 1991-92, Islamabad: Government of Pakistan, p. 186 (Statistical Annexure), 


Mahbubu! Haq, The Strategy of Economic Planning: A Case Study of Pakistan. Karachi: Oxtord University Press, 1966, pp. 158- 


159 and 162. 


S.M. Akhtar, Economic Development of Pakistan. Lahore: Publisher United Limited. 
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Table 10.2 Gross Investment in Pre-plan and First Plan Periods 


Pre-Plan Period 
Gross Investment 





1949-50 1954-55 
Actual Actua] 
Public invesiment 370 1,040 
Private investment 520 830 
Total investment 890 1,870 


aa oe =e a ee oe re ae ee. ST Er rey 
Source: Mahbubul Haq, The Strategy of Economic Planning: A Case Study of Pakistan. Karachi: Oxtord University Press, 1966, pp. 139, 


355, 170-172. 


the most important bottleneck in the way of rapid 
economic growth, industrialization efforts and 
export promotion schemes. 

The First Five Year Plan witnessed a rapid 
increase in the production of certain consumer 
goods. Attention was not paid, however, to the 
exploitation of the country’s own natural resources 
and to the development of a producer goods sector, 
with the result that the basis of industrialization 
remained rather weak and uncertain. The mining 
sector was completely neglected in the First Five 
Year Plan. 

The Plan devoted almost two-thirds of total 
investment to the creation of economic and social 
overheads in the country and the progress in this 
field was encouraging. The power capacity exceeded 
the Plan targets while irrigation works, though 
running somewhat behind schedule, held out the 
promise that the First Five Year Plan targets would 
be reached at least in the early years of the Second 
Plan. The performance was, however, less en- 
couraging in the transport sector and the transport 
bottleneck persisted during the course of the Plan 
period. A lot of investment went into the housing 
sector but private luxury buildings and government 
offices took precedence over the initial programme 
of low-cost housing, Educational priorities were 
distorted in favour of higher education without 

adequate attention being paid to strengthening the 
educational base at the primary level. In short, the 
First Plan succeeded in building up some infra- 
structure and industrial growth but failed to make 
such an impression on the more basic problems of 


Pakistan in the fields of agriculture, education and 
housing. 








Percentage 
First Plan Pariod Increase in 1959-60 
over 1954-55 
1959-60 
Plan Target Actua! Plan Target Actua! 
2,430 1,370 135 32 
900 500 8 —40 
3,330 1,870 78 nil 


SECOND FIVE YEAR PLAN (1960-65) 


In marked contrast to the First Five Year Plan, 
Pakistans Second Five Year Plan was launched under 
propitious conditions. The revolutionary regime, 
which took over in October 1958, had restored 
political stability in the country, for lack of which 
the First Five Year Plan had failed to command 
wide political or public support. Continuous 
increase in prices was brought under control and 
financial discipline was imposed. The administrative 
structure and the institutional arrangements were 
improved. The Second Five Year Plan was approved 
and put into operation in June 1960 just before 
the Second Five Year Plan period began. It was 
revised after only one year of its operation as more 
detailed investigations and firmer cost estimates 
became available. The revised Plan was published 
in November 1961. 


Size of the Plan 


In the beginning, the size of the Plan was Rs. 19 
billion. In April 1961, the Plan was revised and 
extended to Rs. 23 billion. Rs. 12.4 billion were 
allocated to the public sector and 3.8 billion and 6.8 
billion respectively to the semi-public and private 
sectors. Rs. 12.05 billion were to be financed from 
internal resources and 10.5 billion from external 
resources. It meant that 52 per cent of the total 


expenditure was to be financed through internal 
resources. 


Objectives and Targets 


(a) National Income: During the Second Five 
Year Plan, it was expected that the National 


‘(1955-56 prices; In millions of rupees) 
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(1955-56 prices; in millions of rupees) 


lan 
Table 10.3 Allocation of Capital In the First P SaE, ar 


Pre-plan 
(actual (Target) ar — 
: ae f per cent o 
Field of Development aay per cent 0 Amoi 
Amount genes Amount Total Total 
7 
1,220 1 570 
Agriculture (including V-AID) = : 1260 12 AO 10 
Irrigation 1,350 17 
Sub-tota 2,430 
28 ' 
420 36 3,050 ° 
industry, Juels and minerals 2 se ; nae 8 570 
Power 7? ODS—*~—<“<i—i‘<‘ SC*:*S 
Sub-total 2,670 40 3,950 af : 
ub-to ee ?__ DB 
4 
ti 360 3 460 2 160 2 
ea 
Socia! welfare and P ; 400 1 30 be 
Housing —  ? 10”~CS'C‘(C(‘§ 
Sub-total zoe ws sis — 17 
oa 1,340 
4.790 W ’ 
Transport and communications es re 300 3 na na 
n 
Miscellaneous 7,850 100 
6,660 100 10,800 400 
Grand Total ' 1965, p. 155. 


Source: Mahbubu! Haq, The 


Income would increase by 24 per cent and 
per capita income by 12 per cent. 

(b) Employment Opportunities: It was decided 
that 2.5 million people would be given jobs 
within the country and overseas. 

(c) Agriculture Sector: It was expected that 
agriculture production would increase by 21 
per cent during the Second Five Year Plan. 

(d) Industrial Production: It was decided that 
industrial production would increase by 
60 per cent and much emphasis was given 
to heavy industries and inducements were 
given to private investors to invest more In 
this sector. 

(e) Balance of Payments: Foreign exchange 
earnings would increase by 3 per cent per 
annum. 

(f) Regional Disparities: In order to reduce 
regional disparity between two parts of the 
country, it was decided to invest more in 
East Pakistan. _ 

(2) Income, Investment Saving, and Consumption: 
The fundamental objective of the Plan was 
to increase GNP by 24 per cent. Since the 


ee 
2. Qureshi, M.L., Planning and Development 


Strategy of Economic Planning: A Case Study of Pakistan. Karachi: Oxford University Press, 


population was expected to increase at the 
rate of 2 per cent, this would ensure an 
annual increase of at least 2.5 per cent in the 
per capita income. 


Gross investment was expected to double from 
about 10 per cent of GNP in 1959-60 to nearly 20 
per cent in 1964-65. According to past experience 
of the developed economies, the Second Plan should 
have proved to be the turning point in Pakistans 
economic growth (Table 10.4). The Second Plan 
also contemplated a substantial increase in domestic 
savings. In fact, as much as one fourth of the 
additional output to be generated under the Second 
Plan was proposed to be saved and reinvested. The 
Plan projected an annual increase of slightly over 1 
per cent in per capita consumption. 


Miscellaneous 


» To expand education, health and social welfare 
facilities.” oe 7 

» To develop 300,000 new residential plots an 
increase housing facilities, particularly for the 
low-income groups. 


in Pakistan 1947-1982. Lahore Vanguard Books Limited, 1984, pp. 265-266. 
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¢ To increase the output of jute, cotton, tea, and 
forest products to the maximum. 

* To increase the farm acreage through increased 
and improved irrigation. 

* To increase the installed power capacity by 508 
MwWs. 

To set up 1,300 new post offices and install 45,700 
new telephone connections. 

¢ To establish 30 projects for rehabilitation of 
the physically handicapped and 46 projects for 
delinquents. 


Strategy of the Plan 


(a) The strategy of the Second Five Year Plan 
was growth oriented. Its purpose was to 
complete those projects which were nearing 
completion and which yielded quick 
results. 

(b) To increase employment level, establish 
those industries in which labour could be 
used in greater proportion as compared to 
capital, i.e. labour-intensive industries. 

(c) To invest in agriculture sector in order to 
raise the agriculture productivity. 

(d) Small industries were given relatively more 
importance and instead of encouraging large 
industries, it was considered to be beneficial 
to expand and modernize the existing units. 

(e) To lessen dependence on foreign aid, certain 
measures were suggested to raise domestic 
Savings. 


(f) Instead of having direct control on prices 
and profits, fiscal and monetary policies were 
prepared, 


Priorities of the Plan 


(a) Highest priority was given to the agriculture 
sector. Its main objective was to reduce the 
food-grain shortage and to achieve self. 
sufficiency in it at the end of the Second Five 
Year Plan. It was decided to invest 24 per 
cent of the total investment in this sector. 

(b) Second priority was given to the industrial 
sector and it was decided to invest 22 per 
cent of the total investment in this sector 
(see Table 10.5). 

(c) Third priority was given to the telephone and 
communication sector and it was decided to 
invest 18 per cent of the total expenditure in 
this sector. 


Evaluation 


Pakistan's Second Five Year Plan was fairly realistic in 
aiming at an increase of 24 per cent in the national 
income. If the proposed investment had taken place, 
the Plans target might have been exceeded. 

The Plan aimed at a decisive breakthrough in 
investment, an increase of 10 per cent in 1959-60 to 
20 per cent in 1964-65. However, almost 50 per cent 
of the gross investment was proposed to be financed 
from foreign resources and sufficient attention was 
not being given to domestic capital formation. 


Table 70.4 Income, Investment Saving, and Consumption in the Second Five Year Plan 


(1960-61 prices; in millions of rupees) 
1959-60 


Particulars (base 136061 1961-62 eae sts 
year) (actual) (actual) actual) target) 
1. Gross National product 30,000 31,780 33,440 95,100 37,270 
2. Rate of growth (per cent) - 5.9 5.2 5.0 6.2 
3. Gross Investment 3,050 3,210 3,840 4,650 §,910 
4. (3) as a per cent of (1) 10.2 10.0 1t.4 13.2 15.9 
5. Gross domestic saving 1,620 2,030 2,370 2,300 3,270 
6. (5) as a per cent of (1) 6.0 6.4 fal 6.5 88 
?. External resources 1,300 1,120 1,430 2,300 2,640 
8. (7) as a per cent of (1) 4,3 3.5 4.3 6.5 7.1 
9. = Tolal consumption 28,250 29,690 31,070 32,750 34,000 
10. _ (9) as a per cent af (1) 94.0 93.5 93.0 93.4 91.2 
Note Columns (5) and (7) do not add up to column (3) because of changes in foreign exchange reserves 


Government of Pakistan, Planning Commission, Mid-Pian Review, March 1963. 
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The pattern of sectoral allocations in the Plan 
seemed to have flowed from the targets of ‘food self- 
sufficiency, maximization of earnings from export 
crops and maintenance of the past rate of industrial 
growth. From these basic targets, the rest followed 
on the basis of efficiency and consistency considera- 
tions. . 

The implementation of the Plan was fairly 
satisfactory. Several problems arose, however, 
which deserved the attention of the planners in 
the future. These include lack of basic information 
on private investment, domestic saving, foreign 
exchange component and income distribution; 
distortion of Plan priorities in the course of actual 
implementation; an inordinate rise in the cost 
of various projects above the original estimates; 
increase in the general price-level affecting the cost 
of development; excessive dependence on project- 
type assistance which conflicts with the sanctity 
of national planning; and the Jack of consumption 
planning. . 

The desire to obtain quick returns in production 
resulted in the development of the light consumer 
goods industries rather than the long gestation 

period heavy industries. The strategy was based 


on import substitution industries in a highly 
sheltered domestic market. This adversely affected 
the industrial efficiency and the competitiveness of 
Pakistani products in the world market. . 

A striking element of the strategy was that social 
justice was not built into the Plan. Asa matter of fact 
some of the policies of the Plan promoted income 
inequalities. The maintenance of an unrealistic rate 
of exchange greatly subsidized the importers who 
were generally big industrialists and businessmen at 
the cost of the producers of export goods who were 
relatively poor farmers. 7 

The maintenance of low interest rate policies 
subsidized the rich investors and enabled them to 
obtain large unearned incomes. The policy of import 
substitution through import restrictions resulted 
in higher prices of consumer goods and brought 
about a transfer of resources from the relatively poor 
consumers to the rich industrialists. 

The various tax and other incentives for industrial 
investments mainly benefitted rich industrialists 
who had vast resources to invest. The real wages of 
the workers actually declined in the case of many 
industries. 





Table 10.5? Sectoral Allocations in the Second Plan (in 1960-61 prices) 
Allocation {million rupees) 
Percentage 
Fleld of Development Private Public Total Share 
Secior Sector 
SST SC a S77 aE 77 
: 900 2,520 ; 
Agriculture = 
it He on de sti = 
: a 
Sub-total sia = a ~ 
Se a ee 
22 
Industry eee ee opine 4 
450 
Fuels and minerals nt 
Sub-total dice ache a 
420000 TD ND 
2,720 4,050 18 
Ti tions 1,390 
laa lilies 250 ey sii 18 
3,410 
Housing and Settlements ieee psc 1,050 4 
Education and Training Ube 420 é 
Heatth ad a 140 1 
Manpower and socia! welfare OO  _ 
Sub-total alli cebli — 
100 
Grand Total 8,380 14,620 eee 


Source: The Second Five Year Plan (Revised Estimates), p. 7, Table 1. Karachi. Government of Pakistan, Planning Commission. 


ae 


Spe . ; oo on 
3. Mahbubul Hag, ‘The Strategy of Economic Planning: A Case Study of Pakistan, Karachi: Oxford University Press, 1966, p. 
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Objectives/Targets and Achievements 


Objectives/Targets 


1, GNP 
24 per cent increase 


2. Per capita income 
12 per cent increase 


3, Economic Growth Rate 
A tate of 4.7 per cent 


4, — Industry 
large-scale manufacturing sector 
60 per cent increase in production 


5.  Food-grains 
21 per cent Increase in production 


6. Foreign Exchange earnings 


15 per cent increase. Imports to be for Rs. 22,200 
milllon 


7. Foreign exchange gap 
Estimated at As. 10,850 million 


&. Savings 
10 per cent increase in average saving rate 


9. Employment 
Creation of 3 million new jobs 


10. Regional Development 
Creation of 3 million new jobs 


11. Education and health 


12. Housing and urban development 
300,000 new residential plots 
Water supply to 38 urban areas 


13. Cash Crops 


14. Irrigation 
Extension to 2.44 million acres of new land 
tmproved irrigation to 7.41 million acres 


15. Installed power capacity 
508,300 KWs increase 


16. Communications 
1,300 new post offices 
45,700 new telephone connections 


Achievements/Position 


30 per cent increase 


15 per cent increase 


5.5 per cent 


161.4 per cent increase 


2? per cent increase 


18 per cent above the Plan target. Imports of 
Ris. 20,680 million, or 6 per cent less than the ceiling 


Actual was Rs. 7,594 million or 32 per cent less than 
the Pian estimates 


Increased from 6.5 per cent in 1959-60 to 10.5 per cent by the 
end of the Plan period 


3.6 million jobs actually created 


3.6 million jobs actually created 
Most of the targats were achieved or exceeded 


150,000 new plots 
Water supplied to only 23 urban areas 


Large-scale shortfall in the targets for the 
production of Jule, cotton, tobacco and 
sugar cane 


2.05 million acres 
8.55 million acres 


553,700 KWs increase 


1,546 new post offices 
53,300 new telephone connections 


«Source: Final Evaluation of the Second Five Year Plan, pp. 182, 188, 198, 209, 210, 215, 229 and 233. 
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Consequence 


In spite of the success of the Plan in achieving and/ 
or exceeding the Plan targets in many important 
fields, there was great discontent amongst the 
masses resulting from income inequalities generated 
by the development strategy of the Plan. This 
discontent was one of the important causes for the 
removal of President Ayub Khan in the late sixties. 


THIRD FIVE YEAR PLAN (1965-70) 


The Planning Commission started preparation for 
the Third Five Year Plan before the completion of 
the Second Five Year Plan. It was approved by the 
NEC in May 1965 and was revised in 1966 because 
of the following reasons: 

1. Pakistan went to war with India in 1965 and 
had to divert its resources from development 
to defence. 

2. In 1966, the climatic conditions adversely 
affected the agricultural production. 


Size of the Plan 


A development programme’ of Rs.52,000 million 
was proposed for the Third Five Year Plan. A Plan of 
this magnitude was necessary to maintain the rising 
tempo of development which had already been built 
in the economy and to attain the main objectives of 
the Plan. It was also in harmony with the country's 
long-range strategy of accelerating the growth rate 
without an undue strain on consumption. The 
Suggested development expenditure was expected 
to lead to an annual rate of growth of 6.5 per cent 
compared with 5.2 per cent during the Second Plan 
Period and the target of an average rate of 7.2 per 
cent for the Perspective Plan. In determining the 
Size of the plan, due consideration had been given 
to the expected availability of financial resources 
and the capacity of the country for effective imple- 
Mentation. 

The development programme for the public 
Sector was proposed to be Rs.30,000 million and 
that of the private sector, Rs.22,000 million. In 
Srder to implement a net programme of Rs. 30,000 
Million in the public sector, a sectorial programme 


totalling up to Rs. 34,500 million was drawn up. 
This would provide a certain degree of flexibility 
in programming and facilitate the preparation 
of a larger portfolio of projects, particularly for 
negotiating foreign assistance. 

It was decided that 68 per cent of the total outlay 
was to be financed by internal resources and the 
remaining 32 per cent was to be financed by external 
resources. 


Plan Objectives 


The objectives of the Third Plan were formulated 
within the framework of the 20-years Perspective 
Plan (1965-85) and in the light of the achievements 
and shortfalls of the previous two Plans. The 
principal objectives set for the Third Plan were: 

(1) To attain rapid growth of the national 
economy, to ensure a breakthrough to 
sustainable development in the shortest 
possible time, it was proposed to aim at a 
minimum increase of 37 per cent in the GNP 
at constant prices over the Third Plan as 
compared to 29 per cent in the Second Plan. 
The annual rate of increase was projected at 
6.5 per cent per annum in the Third Plan as 
against 5.2 per cent in the Second Plan. 

(2) To reduce the degree of inter-regional and 
intra-regional disparity, it was proposed 
to reduce the existing level of disparity in 
income per head between East and West 

. Pakistan by increasing total income by 40 
per cent and 35 per cent respectively in the 
two regions. 

(3) To provide at least 5.5 million new job 
opportunities to absorb the entire increase 
in the labour force during the next five years 
as well as reduce the existing level of unem- 
ployment by over one-sixth. 

(4) To strengthen the balance of payments by 
increasing foreign exchange earnings at a 
rate faster than the GNP and by pushing 
ahead with import substitution. It was 
expected that the country’s foreign exchange 
earnings would reach a level of Rs. 4,800 
million by 1970 compared with about 
Rs. 3,050 million at the end of the Second 
Five Year Plan. 


a ae es 
4. National Planning Board, Third Five Year Plan (1965-70), Islamabad: Government of Pakistan, Planning Commission. 
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(5) To develop basic industries for the manu- 
facture of producer goods so that the 
requirements of further industrialization 
could be met mainly from the country’s own 
capacity. 
To accelerate transformation in agriculture 
which was taking place by assigning the 
highest priority to measures adopted to 
increase acre yields and by maintaining 
strong farm incentives and subsidies to 
ensure maximum realization of the farmers’ 
resources. 

To arrest the growth of population by taking 

decisive steps towards population control. 

(8) To provide better housing, more health 
services and greater facilities for education, 
especially for the low income groups. 

(9) To make substantial progress towards 
achieving certain specific social objectives 
such as diminishing inequalities in the 
distribution of income wealth and economic 
power, providing a measure of social security 
and promoting social and cultural changes 
conducive to accelerated economic expan- 
sion. 


(6 


eee 


(7 


boil 


Strategy 


The strategy for the Third Five Year Plan grew from 
the lessons learnt from planned development during 
the past 15 years and the targets set for the next 20 
years under the Perspective Plan. The past 15 years 
had witnessed a rapid rate of economic development 
and building up of an infrastructure but there 
were certain imbalances, especially in agriculture, 
education and social services, which had to be 
removed. The framework of the Perspective Plan 
defined the general direction in which the economy 
was expected to move in the next two decades. 
The basic rationale of the Third Five Year Plan was 
formulated both in relation to past experience and 
future targets. 

. The growth rate was to be accelerated to 6.5 
per cent in the Third Five Year Plan as compared 
to 5.7 per cent in the Second Five Year Plan. The 
acceleration was mainly attributed to the agriculture 
sector where the growth rate was expected to 
increase from 3.5 per cent in the Second Plan to 5.0 
per cent in the Third Five Year Plan. The growth rate 


= 


was in keeping with the projected long-term growth 
rate of 7.2 per cent under the Perspective Plan. 

Greater emphasis was given to the agriculture 
sector. The mainspring of this growth would be the 
tremendous increase projected in the inputs for the 
agriculture sector. 

The Third Five Year Plan projected an annual 
increase of 5.0 per cent in agriculture, 10.0 per 
cent in industry and about 7.1 per cent in the other 
sectors. It is worth mentioning that though the role 
of the agriculture sector was increased in the Second 
Five Year Plan, its proportionate contribution to 
the GNP was likely to decline. Of the additional 
income during the Third Five Year Plan period, 
nearly 65 per cent was expected to come from the 
non-agriculture sectors. Thus, structural changes 
discussed in the Perspective Plan, reflecting the 
gradual industrialization of the economy, would 
continue during the Third Five Year Plan period. 

An increase in the capital output ratio during 
the Third Five Year Plan period was almost 
inevitable since relatively more emphasis was laid 
on heavy industry and creating an infrastructure 
in East Pakistan to accelerate the development 
of the region. Moreover, welfare programmes in 
the fields of education, health and social services 
claimed a higher allocation in the Third Plan but 
physical returns from these programmes were not 
very high in the short run. The rising trend: in the 
capital output ratio would be moderated to some 
extent by the external economies generated by the 
infrastructure already built in the first two Plans, 
by further liberalization of raw material imports 
which would permit greater utilization of industrial | 
capacity and by a continuous improvement in the 7 
efficiency of the public and private sectors, but it was | 
likely that those developments would completely 
neutralize the expected rise. 

The Third Five Year Plan envisaged an increase of 
about 68 per cent in development expenditure ovel 
the five year period with an annual compound raté 
of about 11 per cent. This rate of increase was loweh 
in fact, than the 18 per cent annual increase achieved 
during the past five years. However, effective imple- 
mentation of the development programme in the 
Third Plan would require continued improvement 
in the implementation capacity of public and private 
sectors since the base from which the Third Fivé 
Year Plan started was much higher than in the 
previous Plans. 


The share of the public and private sectors in 
total investment continued to be about the same 
as that actually implemented in the Second Plan, 
during which the private sector was well ahead 
of the target: the allocation, therefore, projected a 
continuation of the dynamism shown by the private 
sector. However, the role assigned to the public and 
private sectors was different in the two regions. 

A definite effort would be made in the course 
of the Third Five Year Plan to stimulate private 
investment in East Pakistan through differential 
fiscal incentives, distribution of foreign loans 
through PICIC and IDBP, and also through the 
formulation and the industrial investment schedule 
for the private sector policies regarding foreign 
assistance licencing and location of industry. 

The Third Five Year Plan must maintain a very 
high marginal rate of saving so as to improve the 
average saving rate of the economy and progressively 
reduce Pakistan's dependence on foreign assistance. 

As a result, the average saving rate was expected 
to increase from about 6 per cent in 1959-60 to 
over 10 per cent in 1964-65, The Third Five Year 
Plan postulated a marginal saving rate of 22 per cent 
which would raise the average saving rate of 13.6 per 
cent by the end of the Plan. 

There were four main elements in the strategy 
for mobilizing domestic savings. Firstly, it was clear 
‘that the distribution of national product in the Third 
Five Year Plan should be such as to favour the saving 
sectors. The saving effort so far had been identified 
almost exclusively with large-scale industry which 
Was growing at a rapid rate of 15 per cent per annum 

Uring 1950-65 and was saving and re-investing 
Nearly 75 per cent of its profits. The base of this 
Saving effort had to be broadened. The growth 
_ ‘Pattern in the Third Five Year Plan envisaged that 
_ ver one-third of the additional output would be 
_ '8 agriculture. Again, the policies contemplated in 
the Third Five Year Plan aimed at a more equitable 
distribution of incomes. Both these developments 
Would imply that the saving effort had to be 
*queezed out of sectors which traditionally had not 
mae a sizeable contribution to the overall savings 

ale, 

Secondly, despite the slight decrease in its 
Proportionate share in the additional GNP during 

€ Third Five Year Plan period, the industrial 
“ctor would continue to play a leading role in 
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mobilization of domestic savings. It was expected 
that industry would contribute nearly one-fifth of 
the additional national product during the Third 
Five Year Plan. 

In fact, the emphasis of the industria! sector on 
intermediate and capital goods should be helpful for 
the saving effort. The past experience, particularly 
during the First Five Year Plan period, showed that 
it was fairly difficult to obtain a high saving rate 
from the economy by concentrating on the produc- 
tion of consumer goods and hoping to export the 
products of these industries to finance capital goods 
imports. It would have been a better strategy to 
limit the expansion of the consumer goods sector 
in the very first instance and deny the economy 
the temptation of an unplanned increase in its 
consumption. 

Thirdly, a high marginal rate of saving was also 
implicit in the targets set for additional export and 
imports. The import system was geared in favour 
of development imports so that about 63 per cent 
of additional imports during the Third Five Year 
Plan period would consist of capital goods and raw 
materials for capital goods. This means that the 
additional exports of Rs.6,750 million proposed 
for the Third Five Year Plan would be transferred 
mainly into investment through the balance of 
payments mechanism. 

Finally, an effort would be made during the Third 
Five Year Plan period to increase the governments 
fiscal contribution to development. Both the 
proportion of the GNP withdrawn by the public 
sector in the form of taxes and other receipts and 
the proportion of government revenue devoted to 
development (ie., the revenue surplus) would be 
increased. Government revenues were expected to 
rise by 70 per cent during the Third Five Year Plan, 
about twice the increase rate in the GNP. At the 
same time, the revenue surplus (including the effect 
of new taxes) would increase from 25 to 32 per cent 
of government revenues. The government's saving 
marginal rate from its revenue would be over 40 per 
cent, 


Balance of Payments Strategy 


The main aim of the balance of payments strategy 
in the Third Five Year Plan was to prepare the 
economy for a gradual reduction in the need for 
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foreign assistance. There were three main elements 
in that strategy. Firstly, it was proposed that exports 
should increase at a rate faster than the GNP. Thus, 
the planned rate of increase in exports was 9.5 per 
cent per annum compared with the target of 6.5 per 
cent increase in the GNP. The increase in exports 
was expected mainly in manufactured goods and in 
non-traditional items like rice and fish. 

Secondly, the import substitution effort would 
have to be intensified, particularly in capital 
goods and intermediate products, like base metals, 
chemicals, petroleum products and non-metallic 
minerals. 

Finally, it was necessary to economize on the use 
of foreign exchange by developing an appropriate 
technology adapted to the resource endowment of 
the country. 


Regional Strategy 


The disparity in regional per capita incomes were 
to be removed over the Perspective Plan period, 
i.e. by 1985. The Third Five Year Plan proposed an 
increase of 40 per cent in the regional income of 
East Pakistan and 35 per cent for West Pakistan, 
compared to 30 per cent and 28 per cent respectively 
in the Second Five Year Plan. That implied a greater 
acceleration in the growth rate of East Pakistan than 
that of West Pakistan. 


Employment Strategy 


The Third Five Year Plan would go one step 
further and reverse the past trends; it would not 
only absorb the additional labour force but cut 


would be spent on ‘capital goods industries and 
intermediate products. In the agricultural sector, a 
careful analysis was carried out of all the physical 
inputs required for agricultural production and an 
adequate provision made for them in the Plan. The 
allocations to other sectors had been decided on 
the basis of the considerations of consistency and 
efficiency. 


Evaluation 


The Third Five Year Plan was formulated in the 
framework of a Perspective Plan (1965-85) which 
had also contained the long-term objectives of 
development, which was committed to double the 
existing level of national income in the Fourth 
Five Year Plan and to make it four fold in the Sixth 
Five Year Plan. The perplexity of these objectives 
for saving, investment, consumption, employment, 
balance of payments and other important policy 
issues had, however, been left undiscussed. 

The war with India in 1965 resulted in a 
substantial reduction in the flow of external aid, a 
shortfall in public sector development expenditure 
and a complete distortion of the Plan priorities, The 
allocations for the social sectors were drastically 
reduced, This was considered to be the necessary 
price to pay for the protection of economic growth. 
Thus, some of the important objectives of the Plan 
were abandoned. 


Income inequalities widened due to the following 

reasons: 

(a) There were certain sectors like heavy industry, 
mining, transport and finance etc. where 
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Priorities 


(a) The top priority was given to reduce regional disparity (Table 10.6). 


Table 10.6 Regional Distribution of the Total Third Plan Allocation 
Fast Pakistan 


Distribution 

Government financed programme 16,000 

Private Invesiment 11,006 
27,000 


Talal 


West Pakistan 


Source: The Third Five Year Plan, islamabad: Government of Pakistan, p. 390. 


14,000 
11,000 


25,000 


Total 


30,000 
22,000 


52,000 


189 


(Rupee Million) 


(b) Second priority was given to the agriculture and industrial sectors. Almost 13 per cent of the total 
expenditure was allocated to each sector (Table 10.7). 


Table 10.7 Regional Distribution of the Public Sector Allocations 
East Pakistan 





SEROT Allocation percent age 
Agriculiure 2,385 13.0 
Water and Power 3,730 20.7 
industry 3,100 17.0 
Fuels and minerals 360 2.0 
Transport and communications 3,205 17.5 
Physical planning and housing 1,585 8.7 
Education 1,495 8.2 
Healih 715 3.9 
Social wellare 75 0.4 
Manpower 70 0.4 
Works programme 1,500 8.2 
Total 18,286 100.6 
Less expected shortfall -2,280 

Total programme 16,000 


West Pakistan 


Allocation 


2,285 
4,610 
41,370 
Ja0 
3,255 
1,440 
1,295 
615 
50 

30 
1,000 


16,220 
-2,220 


14,000 





per cent age 


14.1 

28.4 
8.4 
2.0 

20.1 
6.9 
7.6 
3.8 
0.3 
0.2 
6.2 


100.0 


(Rupees Million) 





All Pakistan 
Allocation percent age 
4,670 13.5 
8,400 24.4 
4,470 13.0 
690 2.0 
6,460 18.7 
3,025 8.8 
2,730 7.9 
1,330 3.9 
125 0.4 
100 0.3 
2,500 7.2 
34,500 100.0 
-—4,500 
30,000 


(c) Third priority was given to building up an infrastructure, especially in East Pakistan (Table 10.8). 


the backlog of unemployment by about 17 per extension of social control on the means of Table 10.8 Sectorial Allocations in the Third Five Year Plan listeeiaees 
cent. Besides an acceleration in the tempo of production was a vital need. Measures should ae Bee pwcieess i 
development, considerable emphasis would be given have been taken to break-up some of the Sector (Estimated (Proposed RG OnT ean 
to labour-intensive programmes and to building industrial concentrations and to prevent any expenditure) allocation) Outlay 
up a competent organization for the proper use of further increase in those concentrations during na ns na Tt a en 
the abundant manpower resources of the country. te Third Eive Year Plan Agriculture nee Hae 60 
Technical training facilities would be spread at a Water and Power . 
rapid rate so fn the labour force we roper! ROY Pome Oh Te Beneiols tae eences: (ons) Biog Industries, fuels and minerals ae ee ‘a 
de pecpely in the early phase of industrialization in Physical Planning and housing 14.8 12.7 i 
equipped for the kinds of jobs which would be the name of import substitution industries Transport and communications Mi ag ARE 
created during the Third Plan period. and the development of industrial zones i? coon a 23 eve 
ealth : 
the less developed areas of the country, had 0.5 238 
i oo Manpower and social welfare 0.3 
Allocation Strategy outlived their utility and were just helping Works programme 3.0 4.8 a 
Of the total allocation, as much as 26 per cent was the concentration of wealth in a few hands. Total 100.0 100.0 hele 


Therefore, a fundamental reform was needed 
in the taxation system. 


-provided for industry and nearly two-thirds of that Source: Planning Commission, Third Five Year Plan, Islamabad: Government of Pakistan, p. 130. 
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Objectives/Targets and Achievements 


Objecti 
jectives/Targets Achievements/Position 


Tt. Growth Rate: 
6.5 per annum. 


2. Per capita income: 
3.5 per cent compaund annual growih rate. 


3. Regional Development: 


Removal of inter-provincial disparities in 
incomes. 


4, Foreign exchange eamings and gap: 
Foreign exchange earnings to reach Rs. 4,800 
millian and the gap to be Rs. 15,000 million. 


2. Fooad-grains: 


Increase from 17,596,000 tons to 21,465,000 
fons. 


6. Cash crops: 
increase in production. 


7. — Industry: 


8. = trtigation: 
5.74 milllon acres of new land to be irrigated, 
20.32 million acres of improved irrigation. 


9. Installed power capacity: 
increase from 1,300 MWs to 3,030 MWs. 


10. Transport and Communications: 


11. Health: 
4,200 new doctors, 1,800 new nurses, 
12,800 additional hospital beds. 


12. Education: 
(a) Primary 26,414 new schools. 
5.80 million enrolment. 
(b) Secondary 
710 high schools to be improved. 
Middle school enrolment 0.90 million. 
tnier college enratment 0.13 million. 


5.7 per annum. 


2.9 per cen! compound annual growth rate. 


Income disparities between East and West 
Pakistan increased from 36.5 per cent to 47.4 per cent. 


Foreign exchange earnings reached As. 4,302 
million while the gap came down to Rs. 11,309 
million. 


Production exceeded plan targels by 1,340,000 
tons 


Apart from sugar cane and tobacco, other targets 
were not achieved. 


Targets were not achieved, the greatest shortfall 
being in the production of cement. 


3.72 milllon acres. 
13.65 million acres 


2,593 MWs. 


Apart from a number of new telephone 
connections, additional buses 
and trucks no other target was achieved. 


5,852 naw doctors, 1,670 new nurses. 
3,650 additional hospital beds 


6,062 new schools. 
3.19 million anrolment. 


650 improved. 
0.78 millon enrolment. 
0.14 million enrolment. 


Source: Evaluation of the Third Five Year Plan, pp. 56, 86, 87, 218, 219, 249, 26/7, 268, 278, 299, 300, 311, 312 and 323 
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(c) In the Third Five Year Plan, external aid was 
expected to finance 45 per cent of the plan 
expectation. The planners should have examined 
the increasing dependence of the country on 
foreign assistance. It was only possible to get 
rid of this menace by institutionalizing growth 
rates. 


FouRTH FIVE YEAR PLAN (1970-75) 


By the end of the Third Five Year Plan, Pakistan 
had completed two decades of development. The 
economy had diversified significantly and size 
of national product had expanded substantially. 
Its structure had developed. The practices and 
techniques of production had been modernized 
although the inflow of foreign assistance helped 
financing the ascending development expenditure. 
The burden was also borne by a sizeable domestic 
saving effort, especially in relation to the low level of 
per capita income. This development phase had its 
limitations as well. The population growth rate rose 
substantially. The large expansion on the provision 
of social services proved deficient to satisfy the 
needs and aspirations of the people. With the 
inequitable nature of growth pattern there could not 
be any charm of delight. There was an impression 
that the development process had discriminated 
against proper regions and income groups. The 
essential requirements of the social sectors like 
education, health and housing were badly neglected. 
The stage was, therefore, set for social and economic 
chaos, At this crucial juncture, Pakistan's Fourth 
Five Year Plan was formulated. 


Size of the Plan 


The size of the Fourth Five Year Plan was determined 

after a careful review of the following factors: 

(1) Minimum necessary requirements for the 
investment programme in the public and 
private sectors to attain the desired objective 
of growth and production; 

(2) The urgent requirement of social programmes 
and services; 

(3) The economic and political compulsions for 
a visible and early improvement in living 
standards and an equitable distribution of 
economic benefits among various regions 


and provinces through a more balanced 
development effort. 

(4) The likely availability of domestic resources 
without imposing intolerable sacrifices and 
hardships; and 

(5) Expectations regarding the future availability 
of foreign assistance. 


Taking into consideration all these factors, it was 
possible to finance a total development expenditure 
of Rs.75,000 million during the Fourth Five Year 
Plan period. The Plan's size was proposed after a 
careful review of both national requirements and 
national resources. 

The Fourth Five Year Plan was based on a total 
availability of Rs. 22,000 million of foreign assistance 
compared with a total gross inflow of around 
Rs. 16,000 million in the Third Five Year Plan. 


Objectives 


The principal objectives of the Plan were spelt out 
clearly in the documents entitled ‘Socio-economic 
Objectives of the Fourth Five Year Plan’ which was 
approved by the National Economic Council in 
November 1968. These were: 
(1) to maintain the tempo of development in 
the country through a determined effort 
to secure the maximum and most efficient 
utilization of our material and human 
resources; 

(2) to reduce inter-regional and intra-regional 
disparity in per capita income; 

(3) to make the economy increasingly self- 
reliant in most essential fields; 

(4) to move towards a viable synthesis between 
the claims of economic growth and social 
justice through the pursuit of pragmatic 
policies; and 

(5) to direct the forces of economic and social 
changes towards the establishment of a just 
society. 


Targets 


The following specific targets were proposed for the 
Fourth Plan: 

(1) to attain an annual growth rate of at least 

6.5 per cent in the Gross National Product 

which would permit the average per capita 
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(3) 


(4) 


(5) 


(6) 


(7) 


(8) 
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income to increase from Rs.567 in 1969-70 
to at least Rs.675 in 1974-75; 

to reduce the disparity in per capita income 
between various regions at the fastest 
possible rate; 

to increase per capita consumption of food- 
grains from 15.5 to 16.8 ounces per day by 
increasing rice production by 5.7 million 
tons, wheat production by 2.6 million tons, 
and total food-grain production by 8.5 
million tons. 

to ensure major increases in other items of 
essential consumption through a specific 
consumption plan; for instance, an increase 
in per capita consumption of 24 per cent in 
cotton textiles, 23 per cent in sugar, and 20 
per cent in edible oils; 

to reduce the extent of unemployment and. 
underemployment in the country providing 
7.5 million new job opportunities compared 
to 6.5 million new entrants to the labour 
force; 

to move towards a more equitable distribution 
of income and wealth by limiting the 
concentration of industrial wealth, increased 
taxation of upper income groups, by fixing 
of minimum wages and salaries, narrowing 
down the present differentials in the salary 
structure, greater emphasis on social security 
schemes, and through the provision of more 
equal opportunities in the economic and 
social fields; 

to evolve an income and price policy 
through which an increase in per capita 
income is protected from price erosion; 

to increase exports at an annual rate of at 
least 8.5 per cent; 

to improve Pakistan's domestic contribution 
towards financing of the total development 
expenditure by saving and reinvesting one 
fifth of the additional income generated 
during the Plan period; 


(10)to reduce Pakistan's dependence on foreign 


assistance; the net foreign assistance is 
expected to finance only 21 per cent of 
the total development expenditure for the 
Plan period as a whole and 16 per cent in 
1974-75; 


(11)to move towards greater self-reliance by 
developing capital goods and defence. 
oriented industries and securing major 
increases in the production of industria] 
machinery, transport equipment, and inter- 
mediate products; additional production of 
660,000 tons of steel, 1.2 million nutrient 
tons of fertilizer, 4 million tons of cement, 
280,000 million cubic feet of natural gas, and 
Rs. 1,100 million worth of transport equip- 
ment and industrial machinery; 

(12)to increase the power generation capacity 
by 1,740 MW to provide irrigation water to 
over 5 million additional acres of new area 
to extend electrification to at least 1,150 
additional villages; 

(13) to undertake a major flood control programme 
in East Pakistan outside the Fourth Plan; 
(14)to make sizeable investment in improving 
communication facilities between the two 
wings of Pakistan by linking the two wings 
by a space satellite system and increasing the 

number of telephones by 190,000; 

(15) to increase the TV coverage in the country 
to 90 per cent of the population and to 
introduce educational TV including pro- 
grammes for the farmers; 

(16) to mobilize the maximum possible financial, 
human and administrative effort for a decisive 
change in the education system; by increasing 
the outlay on education to 2 times the level 
of the Third Five Year Plan and by increasing 
enrolment in primary schools by 5 million, 
in secondary schools by 1 million and in 
institutes for technical education by 280 per 
cent; to move towards universal enrolment 
up to Class V by 1980 and to improve the 
percentage of literacy in the country from 18 
per cent in 1969-70 to 28 per cent in 1974-79 
and to at least 42 per cent by the end of the 
decade; 

(17) to protect the entire population from malaria 
and smallpox and bring about a majo 
improvement in curative health facilitie 
by providing 25,000 additional hospital 
beds and the matching requirements 9 
equipment and medical personnel; 

(18) to intensify and expand the programme of 
family planning so as to prevent 9.6 millio” 
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births during the Fourth Five Year Plan 
period and reduce the birth rate from 45 per 
thousand in 1969-70 to 40 per thousand in 
1974-75; 

(19)to construct about half a million housing 
units for low income groups while restricting 
the construction of luxury housing; and 

(20)to launch an Urban Works Programme to 
improve the environmental conditions in big 
cities and cater to the community needs of 
the neglected areas. 


Strategy 


(1) The growth strategy of the Fourth Five Year 
Plan heavily leaned on the agriculture sector. 
It envisaged a growth rate of 5.5 per cent 
in agriculture without which the overall 
growth rate was not likely to be reached. 
Such a strategy was consistent with both the 
potential of the agriculture sector and the 
demands of social justice since agriculture 
sustains 86 per cent of total population. 
(2) West Pakistan development was given due 
consideration, the requirements of its less 
developed provinces were given priority 
particularly, the infrastructural facilities 
required by those provinces for accelerated 
development. 
Detailed production targets had been spelt 
out in each sector to realize the overall 
and regional growth targets. These have 
been based on a careful assessment of the 
production possibilities in each sector and 
the domestic consumption and export 
requirements of the country. The detailed 
investment programme had been geared to 
achieve these production targets. 


(3 


hall 


Priorities 


(1) Water and power sector was given highest 
priority, 31 per cent investment was expected 
to be allocated to this sector. 

(2) Transport and communication sector was 
given second priority, 16.6 per cent of total 
investment was to be spent on this sector. 

(3) Agriculture sector was given third priority by 
allocating 11.22 per cent of investment (see 
Table 10.9). 


The Pian targets were pitched too high and it is 
doubtful whether these targets would have been 
reached even if the Plan allocations had been fully 
utilized. But, due to political upheavals during 
1970-71, the implementation of the Plan became 
virtually impossible. The actual expenditures during 
1970-72 were far below the Plan allocations for 
these years and so the Plan was abandoned after 
the separation of East Pakistan in 1971 reducing 
Pakistan to what was previously West Pakistan. This 
Plan was later officially scrapped. 


NON-PLAN PERIOD (1970-78) 


The period from 1970-1978 is considered to be 
the non-plan period in the planning history of 
Pakistan. The PPP government decided to manage 
the economy through annual plans, rather than 
through a comprehensive Five Year Plan, mainly 
because of considerable political and economic 
uncertainties. 


FIFTH FIvE YEAR PLAN (1978-83) 


Since December 1971, Pakistan's economy had been 
operating without Five Year Plans. Annual Develop- 
ment Plans were introduced and implemented by 
the PPP government. Pakistan had gone through 
a time which may be termed as non-plan period. 
The Annual Development Plans totally failed to 
accelerate the pace of economic development. 
The martial law government in 1977 decided 
to formulate the Fifth Five Year Plan which 
was launched in a period of serious economic 
difficulties. The commodity producing sector had 
been stagnant, monetary expansion was rapid which 
pushed the inflation rate to double figures, imports 
were rising very rapidly and foreign exchange 
reserves had gone very low; all told the objectives 
of the Plan were too ambitious. 


Objectives 


(1) Development of rural areas would receive 
priority. That would be attained through 
various programmes and policies. Provision 
of critical inputs and improvement and 
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Streamlining of extension services offered 
to the farmers would lead to increases in 
productivity, incomes and living standards. 
Simultaneously, the programmes for 
widespread extension of social services 
such as schooling, health, and drinking 
water would primarily benefit the presently 
deprived rural areas, 

(2) Easing of urban problems would continue 
to receive due attention. In particular, water 
supply, drainage, housing, and transport 
facilities would be expanded in cities and 
towns to provide relief from existing shortages 
as well as cater to additional requirements. 

(3) Development of backward regions would be 
stressed. To this end, the widespread exten- 
sion of social services would be reinforced 
by special programmes pertaining to the 
provision of infrastructure, setting up of 
productive capacity in particular for the 
better utilization of the resource endowment 
of the areas, rendering technical and other 
assistance to barani areas, and attracting 
private investment in backward regions. In 
addition, infrastructure links with developed 
centres would be provided to promote inter- 
regional flows and national integration. 

(4) Meeting of the basic needs of the population 
and promotion of equity would be served by 


Table 10.9 Allocations and Actual Expenditure (1970-71) of the Fourth Five Year Plan 


eee 


the objectives of the Plan. In addition, the 
Plan provides for employment generation, 
income increases and availability of essential 
goods which are designed to improve the 
relative position of the urban and rural boor 

(5) Laying down the foundations of long-term 
economic growth will be an important 
objective of the Plan. At its present stage of 
development, Pakistan has to chalk out its 
development path with a long horizon in 
view. It must invest in technology and build 
up infrastructure at times ahead of demand. 
In order to build up technological skills, 
investment in basic and engineering indus- 
tries will be undertaken simultaneously with 
improvements in productivity in agriculture, 
training of skilled manpower and scientific 
and technological research. The economic 
development under the Plan is conceived 
as a major step towards wider national 
integration through the development of 
linkages and inter-dependence between 
regions and provinces. 


Targets of the Plan 


(1) To increase the national income by 7.2 per 
cent per annum and per capita income by 4.2 
per cent per annum. 


(Million Rupees) 


Actual per cent age of 

Fiald of Development Allocation expenditure grand totai 

1970-72 to allocation 
Agriculture 5,050 459.83 11.22 
Industry 4,200 289.49 9.33 
Fuels and minerals "1,000 121.63 2.22 
Water and power 13,970 1,283.75 31.00 
Transport and communications 7,500 993.77 16.6 
Physical planning and housing 4,120 289.80 9.16 
Education 3,400 291.25 7.56 
Health 2,300 206.53 5.11 
Famlly Planning 600 
Social Welfare 210 15.46 1.93 
Manpower 150 §.63 0.47 


Works Programme 


2,500 93.86 5.56 
Tote) 


45,000 4,051.00 
Indus Basin/Tarbela 


1,472.10 
Grandtotal 


45,000 5,523.10 100.0 
Source: Qureshi, M.L., Planning and Development in Pakistan 1947-1982. Lahora: Vanguard Books Limited, 1984, pp. 275-276 
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(2) It was decided that 3.8 million people will 
get jobs inside, and 0.4 million, outside the 
country. On the whole, 4.2 million people 
would get jobs. 

(3) The Fifth Five Year Plan targets imply some 
sectoral shifts in the composition of GDP. 
The agriculture production will increase by 
6 per cent per annum while the industrial 
production will increase by 10 per cent per 
annum. 

(4) National saving as a percentage of GNP was 
expected to increase from 12.6 per cent in 
1977-78 to 10.6 per cent in 1982-83. 

(5) Asa percentage of GNP, net foreign saving 
will decline from 4.4 per cent in 1977-78 to 
3.9 per cent in 1982-83, . 

(6) US$22 billion was the export earnings 
target. 


Table 16.10 Gross Domestic Product 


Annuai Compound 
Sectors Growth Rate 
a 
1. Agriculture 6.0 
(a) Major Crops 7.0 
(b) Minor Crops 7.0 
(c) Others 37 
2. Manufacturing 10.0 
(a) targe-scate 12.0 
(b) Smalt-scale 3.0 
3. Construction 8.4 
4. Trade and Transport a 
5. Others 49 
GDP 7.0 


i 
Source: Compiled from the Fifth Five Year Plan. 


Strategy 


The Strategy for the Fifth Five Year Plan was to delay 
Costly new projects until some of the long-gestation 
Projects were completed. In the mean time, efforts 
Were focussed on improving the efficiency of the 
“‘Onomy, by increasing allocation of resources to 
“Bticulture and rural development. 
_ The main focus of the Plan would be the rapid 
°velopment of agriculture based on an efficient 
Milization of the considerable potential of the 
Nation in terms of (a) land, manpower and water 
esources, (b) expanded and more intensive use of 
Odern inputs, and (c) the creation of permanent 


institutions supporting continued progress in this 
vital sector of the economy. 

In the industrial sector, emphasis was 
placed on the completion of the Karachi Steel 
Mills and the fertilizer and cement factories 
under implementation. Public sector industrial 
development would generally be confined to 
modernization and balancing of capacity. 

The strategy of completing ongoing projects, 
earmarking large investments for early maturing 
projects in the productive sectors and making a 
determined effort to improve productive efficiency, 
allowed realization of a growth rate of 7 per cent 
leading to a GDP increase of 40 per cent in the 
next five years. Per capita income was projected to 
increase at a rate of 4.2 per cent per annum. 

The domestic savings target called for was fairly 
ambitious. However, the following factors should 
be borne in mind while judging its feasibility. First, 
Pakistan had achieved a domestic savings ratio of 
13 per cent in 1964-65 and the Plan would largely 
attempt to restore that position. Secondly, the poor 
performance of domestic savings in recent years was 
largely due to insufficient growth and deterioration 
in Pakistan's terms of trade. The domestic savings 
improved considerably after the terms of trade 
partially recovered from the downturn in 1974-75. 


_ Thirdly, the domestic savings rate was linked to 


GDP growth market price of 7.5 per cent and 
allowed for a 3.4 per cent per annum increase in 
per capita consumption, which was adequate to 
absorb the incremental demand for basic consumer 
goods. In view of the factors outlined above, it was 
considered feasible with the help of a strong savings 
mobilization effort to attain a 23 per cent marginal 
savings rate with GDP growth of more than 7 per 
cent, 

Fixed investment was projected to rise from 
about 16.5 per cent of GNP in 1977-78 to 19.2 
per cent in 1982-83. Much more important was 
the change in composition, from public to private 
sector, in the industrial sector, from long-gestation 
capital -intensive to quicker-yielding investment and 
a shift in favour of social sectors: 

(a) The ratio of private investment in industry 
would be nearly 50 per cent for the Plan 
period against 26 per cent in 1977-78. By 
1982-83, the ratio of public investment in 
industry would have come down drastically 
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as the ongoing public sector projects are 
completed. 

(b) Rural development programmes in the 
sectors of agriculture, water, housing, 
education, health, rural roads, small-scale 
industries and miscellaneous works of 
local significance were expected to account 
for 29 per cent of the total public sector 
programme. 

({c) Investment in agriculture and water would 
account for 22 per cent. 

(d} By the end of the Plan period, 25 per cent 
of the public sector investment would be in 
social sectors, 


Achievements and Failures 


A preliminary evaluation report on the Fifth Five 
Year Plan showed that over 40 per cent of the Plan 
targets were achieved during the Plan period in 
spite of extraordinary external difficulties. Better 
economic management introduced during the last 
five years had succeeded in deteriorating the terms 
of trade, which together took away roughly US$750 
million a year from Pakistan's economy or, in other 
words, imposed an overall tax of 2 per cent on our 
GNP. Despite the deepest world recession in the last 
few years and faltering economies in the developing 
world during this period, it should be a matter of 
some satisfaction that policies of financial discipline 
and better economic management introduced 
during the last five years had succeeded in: 

* maintaining a consistent GDP growth of over 
6 per cent a year; 

e converting huge food deficits into a modest 
food surplus; 

« lowering the inflation rate from an average of 
16 per cent five years ago to around 5 per cent 
in year 1982-83; 

- consolidating over-extended investment 
programmes and sharpening our investment 
priorities; 

« accelerating the development of less developed 
regions, particularly Balochistan, which 
witnessed an acceleration of five times in its 
development expenditure over this period; 

¢ reviving industrial growth rate to over 9 
per cent a year and liberalizing some of the 
industrial controls and incentives; 


¢ electrifying more villages during the last five 
years than in the previous 30 years; and 

« extending social safety nets for the poorest 20 
per cent of the population, both through the 
introduction of the Zakat system and because 
of a major inflow of remittances to lower 
income groups. 


There were two spheres, however, in which the 
performance was rather disappointing during the 
Fifth Five Year Plan period. Firstly, total investment 
declined as a percentage of GNP from 16.4 per cent 
in 1977-78 to 15.5 per cent in 1982-83. Secondly, 
there was insufficient long-term investment either 
in the physical infrastructure or in human resource 
development. This had created shortages of energy, 
telephones, water and other infrastructure thus 
resulting in a very low level of literacy and poor 
health facilities. During the last year of the Fifth 
Five Year Plan, 1982-83, a special programme was 
undertaken to redress some of the shortcomings in 
the social sectors. 


Priorities 


(a) Agriculture and water sectors had been given 
an allocation of Rs, 32.12 billion. This works 
out to be 21.7 per cent of the total public 
sector plan outlay (see Table 10.11). 


SIXTH FIVE YEAR PLAN (1983-88) 


Before the end of Fifth Five Year Plan, preparation 
for the Sixth Five Year Plan was completed. The NEC 
approved the Plan well in time and implemented i 
according to its schedule. 


Size of the Plan 


The Plan aimed at a financial outlay of Rs.49? 
billion which was more than double the amount! 
of the Fifth Five Year Plan. It was decided to spend 
Rs. 295 billion in the public sector and Rs. 200 
billion in the private sector. With regard to thé 
proposed resources to finance the Plan, two point 
were important: 
(1) The share of net external resources in thé 
gross investment would fall from 24 per cet! 
to 16 per cent in the Sixth Five Year Plan. 
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(2) The compensating efforts on the domestic 
front were expected in the private sector, 
almost quadrupling the total private savings 
with little change in the amount of public 
savings. 


Objectives 


(1) To make production sector of the economy 
powerful and stable. 

(2) To accelerate the rate of economic develop- 
ment so that the standard of living of the 
people could be raised. 

(3) To increase agriculture production by using 
more fertilizers, better seeds, and modern 
technology. | 

(4) To make the country self-sufficient in oil. 

(5) To develop steel-based engineering goods, 
modernize textiles, expand agro-based 
industries, etc. 

(6) To provide maximum social services to 
increase the rate of literacy and to provide 


Table 10.11 Allocation of the Fifth Five Year Plan 


Public Sector 


Field of Development 


Amount 
Agriculture 15.00 
Water 17.12 
Power 27.93 
Fuels 5.59 
Industry 21.00 
Industry and Mining 
Minerats 2.00 
Transport and Communications 27.40 
Transport 
Mass Media 0.75 | 
Physical Planning and Housing 9.78 
Housing 
Education and Training 10.28 
Health 6.60 
Population Planning 1.80 
Tourism 0.52 
Manpower 0.70 
Social Welfare 0.20 
Rurat Development 1.50 


drinking water facilities, draining water 


facilities, etc. 
(7) To create harmony among different sectors 
of the economy. 


Targets 


(1) To increase GDP by 6.5 per cent per annum. 

(2) To increase family income by Rs.900 per 
annum. 

(3) To increase agriculture production by 5 per 
cent per annum. 

(4) To increase industrial production by 9 per 
cent per annum. 

(5) To provide jobs to 4 million people during 
the Plan period. 

(6) To provide electricity to 88 per cent of the 
village population. 

(7) To increase exports from US$2.43 billion to 
US$4.91 billion by the end of the Plan. 

(8) To construct 15,000 kms new roads from 
villages to cities. 


{Billion Rupees) 


Private Sector 
———— EN 


per cent Amount per cent 


40.1 11.00 V7 
11.6 
18.8 
4.8 
14.2 
19.50 31.4 
1.3 
185 
1120 18.1 
0.5 
6.6 
13.20 21.3 
6.9 
4.5 
1.2 
04 
0.5 
0.1 
1.0 
7.10 11.5 


Miscellaneous 


Total 148.17 


100.0 62.00 100.0 


Source: (a) Planning Commission, Filth Five Year Plan, Islamabad: Government of Pakistan, pp. 36-37 and 45. 


(b) Highest priority was given to the power sector. It had been allocate 


of the total public sector outlay. 


d of As. 27.93 billion, which works out to be 18.8 per cent 


(c) Industry and mining sector was given the highest priority in the private sector. lt had been allocated As. 19.50 billion with a 
percentage accounting to 31.4 per cent of the total private sector outlay 
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(9) To lower dependence on foreign aid from 20 
to 19 per cent by the end of the Plan. 

(10)To increase the efficiency of private sector, 
certain effective measures would be taken 
so that the private sector may play its 
role effectively in the development of the 
economy. 

(11)To make 3 million acres of land fit for 
cultivation which had been destroyed by 
waterlogging and salinity. 


It was decided to allocate 18.1 per cent of the total 
expenditure to agriculture and water sector, 20 per 
cent to power, 18.1 per cent to transportation, 15.6 
per cent to industry, 1.2. per cent to minerals, and 
11.5 per cent to social institutions (see Table 10,12). 


Table 10.12 Sector-wise Division of Expenditure 


(Rupees in billions) 


Sects re Total Percentage 
Expenditure of Total 

Agriculture and Water 89.72 18.1 
Sources of Power 100.00 20.0 
Transportation 89.62 18.1 
Industry 7691 15.6 
Minerals 6.05 1.2 
Social Institutions 

(health, education, etc.) 59.91 11.5 
Other sectors 75.79 15.5 
Total 498.00 100.0 


Source: Compiled from Planning Commission, Sixih Five Year 
Plan. Islamabad: Government of Pakistan. 


Strategy 


(1) High Growth Momentum: High GDP growth 
rates and other related macroeconomic 
variables are to be maintained. 

{i} Emphasis on increased efficiency in 
agriculture, particularly self-sufficiency 
in oilseeds, expanding the exports of 
rice, cotton and fruits, ete. 

- (ii) Balanced development of service indus- 
tries, especially public services for basic 
human needs. 

(iii) Balanced development of service in- 
dustries, especially of private services 
for government servants and private 
employees. 


(2) Rural Transformation: Increased opportuni- 
ties for small farmers and provision of an 


infrastructure. 

(3) Employment and Income Policies: Creation 
of about 4 million new jobs for emphasis on 
small-scale production in agriculture and 
industry, rural works programme, vocational 
training with a combination of income 
policy which related wages to productivity, 
indicated salaries from fixed income growth, 

(4) Decentralization: To increase the share of 
provincial governments in the development 
programme of the public sector and also 
encouraging local bodies to participate in 
the investment plans. 

(5) Backward Regions: Recognition of the tribal 
and Balochistan as economically backward 
regions and provision of special funds for 
specific development programmes in these 
regions. 

(6) Self-Reliance: Continuing import substitution 
and export promotion policies and reducing 
dependence on foreign aid. 


Achievements and Failure 


During the Plan period, GDP was expected to 
increase by 6.5 per cent per annum. It was based on 
the performance of agriculture and manufacturing 
sectors. Because these sectors could not play 
their roles effectively, the Plan seemed helpless in 
achieving its targets and objectives. 

Further, aggregate growth rates of GNP and 
GDP were related to expected increase in the rate of 
savings and investment during the Plan period. The 
savings were expected to increase from 13 per cent 
to 25 per cent and investment rate from 6.5 per cent 
to 7.5 per cent per annum during the plan period. 
But unfortunately these targets couldn't be achieved 
in the Sixth Five Year Plan. 

The rate of net borrowing and net real foreign 
saving were expected to decline (because of the 
decline in foreign remittances). It was decided to 
increase domestic savings but the Plan did not 
present any argument or evidence about how the 
saving rate would increase and how much would be 
saved by the private sector. The basic problem was 
a shortfall in remittances. Minor crops grew by only 
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3.6 per cent per year as against a growth rate of 7 


er cent per annum envisaged in the Plan. 
The Sixth Five Year Plan was a mixed success. It 


was described as a qualified success by the Planning 


and Development Division. Though it fulfilled 
most of its targets, there were some failures. On the 
whole, it was a good Plan. 


Table 10.13 GDP 


Year Percentage 
1988-89 7.4 
1989-90 6.5 
1990-91 8.7 
1991-92 7.5 
1992-93 79 


 —————————————————————— 
Source. Planning Commission, Seventh Five Year Plan, 
Islamabad: Government of Pakistan 


PERFORMANCE OF THE SEVENTH 
FIVE YEAR PLAN (1988-93) 


The Seventh Five Year Plan’s performance has been 
included in the Eighth Five Year Plan (1993-98) on 
pages 3-16. For quick reference, it is reproduced 
below: 
The Seventh Five Year Plan was prepared within 

a broad-based socio-economic framework of a 15 
years perspective (1988-2003), emphasizing efficient 
growth in output on one hand and improving the 
quality of life on the other. Of the Perspective Plan 
‘otal incremental targets, about 23.6 per cent of 
GDP, 22 per cent of investment, 23.8 per cent of 
exports, 26.2 per cent of imports and 21 per cent of 
Tevenue, were envisaged to be attained during the 
Seventh Plan. It attempted to address the deficiencies 
social sectors, education, health, women welfare 

evelopment etc. as well as economic problems like 
fiscal and current account deficits, inflation, and 
"Nemployment. Many policy reforms were launched 

“ring the Plan period and a new economic edifice 
On free enterprise, open-market, privatization, 

“regulation, and liberalization has been raised. 
mane tempo of growth was affected by unforeseen 
in i on domestic and international fronts 
+ -Uding the economic contraction of Eastern 
“Tope and the former Soviet Union, recession 

Pakistan's export markets, the Gulf War, delay 


in the settlement of the Afghan issue, political 
uncertainties on the domestic front, frequent 
changes of government, civil disturbances in 1989- 
90, and floods of 1988-89 and 1992-93. However, 
the overall performance has been satisfactory. 


Growth Performance 


The growth performance, though below the Plan 
target, was in line with the historical trends and 
satisfactory in the context of internal and external 
constraints. GDP grew by 5.0 per cent (target 6.5 
per cent), agriculture 3.8 per cent (target 4.7 per 
cent), manufacturing 5.9 per cent (target 8.1 per 
cent) and other sectors 5.3 per cent (target of 6.7 
per cent). In aggregate terms, over 74 per cent of the 
incremental output targets were achieved. However, 
self-reliance in the production of wheat, edible oils, 
iron-ore, crude oil, and capital goods did not show 
a significant improvement. 


Macroeconomic Framework 


The fiscal scenario conceived in the Plan did not 
materialize. Targets relating to additional resources 
and control of current expenditure were not 
achieved. As a consequence of deficits, the domestic 
debt more than doubled during the Plan period, 
rising from Rs.290 billion in 1987-88 to Rs.605 
billion in 1992-93. 

The annual growth in monetary assets at 15.2 per 
cent was higher than the Plan target of 12.5 per cent 
but close to the nominal growth of GNP at 14.9 per 
cent. Domestic credit increased to 326.7 billion— 
well above the Plan estimate of Rs. 179.9 billion. 
The government credit expanded to Rs. 190.6 billion 
against the target of Rs.64.2 billion. This was due 
mainly to an increase in budgetary support, which 
reached Rs. 175.6 billion against the Plan target of 
Rs. 51.7 billion. 

Fortunately, the ‘crowding out’ effect in credit 
allocation was restrained reflecting the emphasis on 
private investment. Credit utilization was Rs. 155.5 
billion against the Plan allocation of Rs. 115.2 
billion. 

On the external side, the current account deficit 
rose from US$1.68 billion in 1987-88 to U5$3.69 
billion in 1992-93. This was mainly a result of 
deterioration in the invisibles, i.e. fall in remittances 
and an increase in service payments. As a corrective 
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measure, rupee exchange rate was brought close to 
the market value. The dollar-rupee exchange rate 
went up from Rs. 18,12 per dollar in July 1988 to 
Rs. 27.15 per dollar in June 1993. 

The performance on investment front has been 
encouraging. Against the gross domestic fixed 
investment target of Rs.660.2 billion, the actual 
investment (1987-88 prices) amounted to Rs.682 
billion; with private investment exceeding the target 
by about 19.6 per cent while the public investment 
experienced a shortfall of 9.6 per cent. 

For the public sector development programme, 
the Seventh Five Year Plan had provided an outlay 
of Rs. 350 billion at 1987-88 prices. The actual 
expenditure is estimated to amount to Rs.321.4 
billion, showing an achievement of 91.8 per cent. 


Economic Structure 


The Plan marks a distinct change in the economic 
structure. Spurred by a steady growth in line with 
the earlier Plans, the industrial sector increased its 
share of total output steadily, surpassing agriculture 
for the first time. Since the First Five Year Plan, the 
share of industrial sector in GDP has gone up from 
15 per cent to 26.7 per cent and that of services 
sector from 38 per cent to 49.5 per cent while 
agriculture has gone down from 46.6 per cent to 
24.5 per cent. 


Sectoral Picture 


Agriculture 

The thrust of the plan was on the achievement of 
self-sufficiency in basic food items and improvement 
in productivity through efficient use of inputs and 
credit. The farmers were to be provided remunerative 
support prices. Research and extensions were to be 
strengthened. 

Policy measures to improve agricultural produc- 
tivity and income of the farmers were introduced. A 
Productivity Enhancement Programme (PEP) was 
launched. A relief package on outstanding loans was 
announced. Liberal credit facilities were provided. 
Import duties on agricultural implements including 
tractors were reduced. The farmers were also 
provided adequate return for their produce through 
support prices. In order to boost the export of fruits 
and vegetables, rebate of 25 per cent was announced 

on freight on national carriers. Comprehensive 


programmes were also planned for afforestation, 
watershed management, range management, and 
resource conservation. 

Financial outlay on agriculture was Rs-7.552 
billion at 1987-88 prices against the PSDP allocation 
of Rs. 8.167 billion indicating 92.5 per cent 
utilization. The subsidy on fertilizer was Rs. 4.971} 
billion against the Plan allocation of Rs. 3.3. billion, 
Besides the public sector development outlay, the 
private sector invested Rs.51.6 billion at 1987-88 
prices in agriculture, 

The growth rate was 3.8 per cent against the 
plan target of 4.7 per cent. The shortfall is mainly 
due to the setback on account of devastating floods 
in 1988-89 and 1992-93. There was a remarkable 
increase in cotton production during the Plan 
period. Its production increased to 12.8 million 
bales in 1991-92, but decreased to 9.1 million 
bales in 1992-93 due to floods and leaf curl virus. 
However, on the basis of the five year total, output 
targets of cotton, sugar cane, potato and onion were 
exceeded while those of wheat, maize and rice were 
achieved to the extent of 99 per cent, 90.5 per cent 
and 83.9 per cent respectively. On the other hand, a 
substantial shortfall was experienced in the output 
of non-traditional oilseeds, gram, rape seeds and 
mustard. The overall growth performance of the 
livestock sub-sector was 5.8 per cent against the 
target of 5.3 per cent. 


Manufacturing 


The value added in manufacturing increased by 5.9 
per cent against the target of 8.1 per cent a year. The 
entire shortfall from the target is attributed to the 
large-scale manufacturing sector which could only 
attain a growth rate of 4.9 per cent against the target 
of 8.0 per cent. The shortfall can be attributed to thé 
law and order situation, infrastructural constraints 
delays in the commissioning of new projects 
non-availability of raw material, and a worldwidé 
recession. 

The production targets of motor tyres, sug? 
soda ash, caustic soda, cotton yarn, cotton cloth: 
trucks, and buses were achieved and in a few cas 
exceeded, while a shortfall was experienced in thé 
production of vegetable ghee, cement, nitrogeno¥® 
fertilizer, steel billets, rolled sheets, cigarette 
tractors, papers, bicycles, and petroleum product® 
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Growth of engineering and capital goods industries 
was far below the expectations. 

A sum of Rs. 10.07 billion was allocated to the 
yarious Public Corporations in the manufacturing 
sector for BMR and creation of new capacities. Most 
of the planned projects were completed by the end 
of the Seventh Plan. 

Financial utilization under the PSDP in the 
manufacturing sector reached Rs.6.352 billion 
against the target of Rs. 10.07 billion reflecting 
63 per cent utilization. Out of the utilization of 
Rs, 6.352 billion, Rs. 1.86 billion were utilized 
through the budgetary development programme and 
the remaining Rs.5.116 billion through the Public 
Corporations Programme indicating 12.0 per cent 
and 51.0 per cent utilization of the budgetary and 
corporate resources. 

Against the investment target of Rs.87.5 billion 
in the manufacturing sector (at constant prices 
of 1987-88), the private industrial investment 
amounted to Rs. 145.3 billion at 1987-88 prices. 
Foreign private investment in the manufacturing 
sector was Rs. 27 billion against the target of Rs. 26 
billion at 1987-88 prices. 


Mineral 

The Seventh Five Year Plan placed great emphasis 
on enlarging the production base of the mineral 
sector through rapid expansion of local and foreign 
‘Uivestment. 

During the Seventh Five Year Plan, period 
different collaborative development projects were 
Started. These projects have helped in the training 
Of GSP, PMDC and RDC personnel. 

The Seventh Five Year Plan allocated Rs.7.012 
billion (Rs. 3.122 billion from the budget and 
Rs. 3.89 billion from the Corporations Programme) 
Or the development of the mineral sector. An 
"Mount of Rs. 1.597 billion (at constant prices of 
1987-88) has been utilized against the budgetary 
Provision of Rs. 3.12 billion. Rs.0.625 billion has 
.*€n utilized against the target of Rs. 3.89 billion 
2 the public Corporations Programme. Besides the 
Pu lic sector, private sector invested Rs. 0.903 billion 

nthe mineral sector. 


: Energy 
“Beeditious development of indigenous resources, 
"prehensive energy pricing policy and conserva- 


tion of energy were the main ingredients of the 
energy strategy. 

Oil extraction in the country has increased 
from 44,684 barrels per day during 1987-88 to 
60,000 barrels per day in 1992~93 against the target 
of 76,000 barrels per day, showing 79 per cent 
achievement. About 217 wells were drilled during 
the Plan period against the target of 375, showing 
57.9 per cent achievement of the target. 

As regards gas, the production (average) 
increased from 1,200 MMCFD to 1,598 MMCEFD. 
About 700,000 new gas connections were provided 
during the Seventh Five Year Plan. 

LPG production was only 303 tons per day 
against the Plan target of 518 tons per day indicating 
only 59 per cent achievement. 

Total installed capacity for power increased from 
6,794 MW to 9,786 MW. The number of additional 
villages electrified was 17,447 against the Plan target 
of 10,336, showing 169 per cent achievements. A total 
of 2.7 million new electric connections was provided 
during the Seventh Five Year Plan period. 


Rural Development 

For the development of rural areas, a comprehensive 
programme involving an outlay of Rs. 112.2 billion 
was envisaged in the Plan. For this purpose about 
9,000 Kms roads were constructed under the rural/ 
farm-to-market roads programme against the Plan 
target of 8,500 Kms. Under the People’s Programme, 
18,507 schemes relating to different sectors were 
approved during the period from March 1989 to 
6 August 1990, Similarly, under the Tameer-e-Watan 
Programme, initiated in October 1991, about 32,971 
schemes comprising rural roads, repair of school 
buildings, street drainage, water supply, village 
electrification, health facilities, community centres, 
grave yards and construction of bridges etc. were 
approved up to June 1993. 

Under rural education, about 9,750 mosques and 
18,900 primary schools were constructed against 
the target of 15,000 mosques and 31,152 primary 
schools. Besides, 3,780 primary and 1,950 middle 
schools were upgraded to middle and high levels 
respectively against the target of 5,850 primary and 
2,775 middle schools. 

In the rural health sub-sector, 1,660 BHUs and 106 
RHCs were established against the Plan target of 1,882 
and 121 RHCs. Under the rural water and sanitation 
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programme, 20 million additional population 
was supplied drinking water against the target of 
31 million. Sanitation facilities were provided to 
11 million additional people against the target of 
17 million. A target of 10,336 villages/abadies were 
electrihed showing an achievement of 169 per cent. 


Regional Development 

The areas which are included in the regional 
development plan are Azad Kashmir, Northern 
Areas and the Federally Administered Tribal Area 
which share certain common geo-physical location 
and economic characteristics. During the Plan 
period, an amount of Rs. 13.2 billion at 1987-88 
prices was allocated for the special areas and out of 
this Rs. 8.75 billion at 1987-88 prices were utilized, 
showing utilization of 66.3 per cent. Rs.5.2 billion 
were allocated for Azad Kashmir against which an 
amount of Rs.3.5 billion was utilized. Northern 
Areas were provided Rs.2.7 billion out of which 
Rs, 2,05 billion were utilized. Against an allocation 
of Rs.5.3 billion for FATA and FATA/DC, an 
amount of Rs. 3.2 billion was utilized. 


Transport and Communications 

The Seventh Plan catered for the rehabilitation of 
assets and a modest expansion in the capacities of 
the road, railways and port sub-sectors. The Plan 
envisaged an improvement in rail/road traffic ratio 
from 20:80 in 1987-88 to 26:74 in 1992-93 through 
allocating long lead freight traffic to railways and 
short lead traffic to roads. Induction of the private 
sector in highway development, shipping, road 
construction, domestic aviation services, and tele- 
communications was also envisaged. Resurfacing 
and maintenance of highways and the development 
of port facilities for container traffic were to be 
undertaken. Besides modernizing the Karachi 
Shipyard and engineering works, possibilities of 
developing existing river and land networks for 
inland navigation from Port Qasim to Kalabagh and 
Lahore were to be explored. 

Major railway projects completed during the Plan 
included a locomotive factory at Risalpur, manufac- 
turing of 158 passenger coaches, recommissioning 
of 37 DE locos, procurement of 5 DE locomotives as 
well as rail renewal of 298 kms and sleepers’ renewal 
of 357 kms. Freight traffic, however, did not increase 

primarily due to operational inefficiency. 






































The highway sub-sector was given a major thrust. 
The National Highway Board (NHB) was converted 
into National Highway Authority (NHA) and given — 
powers. Among the major projects, work on the 
upgrading and improvement of the Indus Highway 
(National Highway N-55) as an alternate north- 
south link on the West Bank of River Indus and 
dualization of 537 kms of National Highway (N-5) 
under the Fourth Highway Project funded by the 
World Bank was accelerated. A significant develop- 
ment was the launching of maintenance oriented 
projects under the development budget namely 
‘Maintenance Backlog Reduction’ and ‘Resurfacing 
and Strengthening’ programmes. These projects, 
prepared to overcome the problem of shortage of 
maintenance funds, were financed by the World 
Bank under the transport sector loan. Efforts to 
induct the private sector in highway construction 
did not materialize. Work on the Lahore-Islamabad 
motorway was initiated, about 7,329 kms of new 
roads were constructed and 8,237 kms of existing 
roads improved. 

The ongoing project of Port Qasim (Phase I) was 
almost completed. Gwadar Fish Harbour and the 
Miniport were also completed. 

In Civil Aviation, two major projects, viz. new 
terminal complex at Karachi and Aeronautical 
Communications and Control (AC and C) 
system were completed and the old runway at 
Lahore Airport was upgraded for Airbus A300 B4 
operations. PLA acquired four Airbuses A310-300 
and 4 used Fokker F 27 Aircrafts during the Plan 
period. Domestic traffic carried by PIA fell short of 
the Plan target while international traffic exceeded 
the Plan target. The private sector was inducted in 
Airline business. 

The installation of 1,128,000 new telephone 
lines was close to the target of 1,150,000 new 
lines, indicating an achievement of 98.1 per 
cent. The private sector, which was inducted in 
telecommunica-tions on Built Lease and Transfer 
(BLT) basis, installed 500,000 telephone lines during 
the Plan period. T and T Department was converted 
into Pakistan Telecommunication Corporation 
(PTC), 

An investment of Rs. 26.654 billion (at 1987- 
88 prices) in the federal and provincial publi¢ 
sector and Rs.39.569 billion in the public sectot 
corporations was made against the Plan allocation 


of Rs. 29.2 billion and Rs. 32.30 billion respectively. 
During the Plan period, Rs. 27.368 billion and 
Rs. 28.786 billion was utilized for the Federal and 
Provincial public sector and public corporations 
programmes. Utilization stood at 93.7 per cent and 
89.12 per cent in the Federal public sector and the 
public sector corporation respectively. The over all 
utilization was 91.3 per cent. 


Irrigation and Drainage 

During the Seventh Five Year Plan the anti- 
waterlogging and salinity control programme was 
given high priority. 

Chashma Right Bank Canal on Phase IJ and Pat 
Feeder Canal Rehabilitation Projects were under- 
taken. About 5,500 tube-wells were installed on 
annual basis in the private sector. Besides, many 
small irrigation schemes were executed. As a result, 
1.53 MHM of additional water and additional 
cultivable land of 1.012 million hectares became 
available. 

To conserve irrigation water, Irrigation System 
Rehabilitation Project Il, Command Water 
Management and On-Farm Water Management 
Programmes were implemented. The Command 
Water Management Project and Phase Il of the On- 
Farm Water Management (OFWM) Programmes 
have been completed and Phase III dovetailed 
with Phase I]. Physical accomplishments included 
renovation of 10,000 water courses and levelling 
precisely 128,932 acres (52,178 hectares) of land. 
About 11 SCARPS and a Pilot SCARP transition 
Project in Punjab have also been completed, which 
would protect 2.13 MA (0.86 MHA) of disastrous 
areas, 

A sum of Rs.21.5 billion (at 1987-88 prices) 
was utilized during the Seventh Plan against an 
vlocation of Rs.28.4 billion reflecting 75.7 per 
cent utilization. Utilization of ADP allocation has, 
however, been estimated at 105 per cent (at current 
Prices). 


Science and Technology 

The main goals of the sector were to promote 
Productivity and competitiveness in agriculture and 
industry and to enhance the efficiency of transport, 
energy, health, and other sectors by giving boost 
to technological development efforts and R&D 
ACtivities, 
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The Seventh Plan could not fully achieve 
the integration of science and technology with 
development plans and production sectors. Some 
progress, however, was made in improving the 
infrastructure equipment and other facilities in 
institutions like PCSIR, PCAT, PCRWR, etc. Some 
potential revenue generating projects have been 
started by NIO, PCSIR, NCTT, CAMB, NIE, PARC, 
HDIP, NIH, and SUPARCO etc. which is a beginning 
towards self-financing of activities of Science and 
Technology sector. No attractive incentives were 
given to the private sector to encourage investment 
in R&D. 

Under the human resources development 
programme 877 scholars were sent abroad for higher 
studies leading to Ph.D. in hi-tech fields to overcome 
the dearth of technical competence. During the Plan 
period, 262 scholars completed their studies while 
252 returned to Pakistan. 

A sum of Rs. 2.25 billion was allocated to 
science and technology against which the estimated 
expenditure is Rs. 1.61 billion (at 1987-88 prices). 


Education and Training 

In 1987-88 prices, the total expenditure of the 
education sector programmes was Rs. 19.0 billion 
against an allocation of Rs.23.11 billion. Thus, in 
real term, the overall financial expenditure has been 
82 per cent of the Plan allocation. Consequently 
there have been shortfalls in the achievement of 
physical targets. Some of the important policy 
initiatives proposed in the Seventh Plan could 
not be implemented. At primary level, about 
21,000 primary and 13,000 mosque schools were 
established against the target of 34,613 primary 
schools and 20,000 mosque schools. Buildings were 
constructed for 16,500 shelterless schools against 
the target of 20,075. About 13,000 class rooms 
were added in the existing primary schools against 
the target of 8,750. About 3.1 million additional 
children (including 1.5 million girls) were enrolled 
at the primary level against the Plan target of 4.6 
million (including 2.7 million girls). Major reasons 
for a shortfall of about 32 per cent in the additional 
enrolment can be attributed to socio-economic 
factors that inhibit the low income families from 
sending their children to schools, high drop out 
rate, and non-enactment of compulsory primary 
schooling legislation proposed in the Seventh Plan. 
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During the Plan period, about 4,201 primary and 
2,600 middle schools were upgraded to middle and 
secondary level against the target of 6,500 primary 
and 3,700 middle schools respectively. Besides 110 
new high schools were established and intermediate 
classes were added in more than 368 secondary 
schools respectively. 2 million additional students 
were enrolled at secondary level in classes VI-X 
against the target of 1.88 million. In quantitative 
terms, about 100 per cent of the enrolment target 
has been achieved but much remains to be done for 
Improving the quality and relevance of secondary 
eduction. 

Some headway was made towards diverting 
students to technical and vocational streams. 
Towards this end works were started on establish- 
ment of 29 polytechnics and only 4 of them were 
completed. Work on the remaining institutions is 
expected to be completed during the Eighth Plan. 

The Seventh Plan period also witnessed a 
number of initiatives of managerial nature for the 
acceleration of educational development. These 
include: 

(i) Education Foundations were established for 
encouraging the private sector's participation 
in the establishment of new educational 
institutions on non-commercial basis, 
particularly in the rural areas, 

(ii) The “Tameer-e-Watan’ programme was 
launched. Under this programme, legislators 
identify the immediate needs of the people 
at the grass-roots level {including, most 
prominently, education) and develop 
projects for implementation through normal 
channels under their supervision. 

(iii) Foreign assistance for the education sector 
was made available to the provinces over and 
above their normal ADP shares. 

(iv) The pay scales of school teachers were 
upgraded by one step and the upper age 
limit for the appointment of primary schools 

. teachers was relaxed. 

(v) The Social Action Programme (SAP) 
was launched in 1992-93 to accelerate 
the integrated development of social 
sectors. Basic education including primary 
education, functional literacy, and female 
education forms the largest component of 
the Social Action Programme. 


Health 


Against the Plan target of 1,882 Basic Health Units 
1,660 units were established reflecting 88.2 per cent 
achievements. 106 Rural Health Centres were set 
up against the target of 121 reflecting 87.6 per cent 
achievement. Only 50 Urban Health Centres were 
established against the target of 227. 

Against the target of 16,252 hospital beds, 12,006 
hospital beds and 17,528 doctors against the larget 
of 17,535 were added. Against the target of 800 
dentists and 10,240 nurses, 775 dentists and 8,768 
nurses were hired. Similarly, 21,259 paramedics 
against the target of 35,950 and 26,635 TBAs against 
the target of 27,150 were trained. 

16.8 million children were immunized against 
a target of 18.8 million and approximately 43.3 
million packets of ORS against the target of 50.4 
million packets were distributed. 

Financial utilization of Rs.10.0 billion under 
PSDP against the allocation of Rs. 12.8 billion for 
health sector is about 78.1 per cent. 


Women Development 

The Ministry of Women Development sponsored a 
variety of small projects for the welfare of women 
in collaboration with Federal and Provincial Line 
Departments and NGOs, These projects included 
community/welfare centres, dispensaries, eye units, 
gyne wards, daycare centres, working women 
hostels, industrial homes, training centres, water 
supply schemes, women cooperatives, darul falah/ 
amans, legal aid centres, credit schemes, literacy/ 
education centres, libraries, strengthening of female 
education/technical institutions, grant-in-aid for 
women programmes and NGOs. Special credit 
facilities for women were arranged through the First 
Women Bank. 

Against an allocation of Rs.900.0 million, the 
total utilization is estimated to be Rs. 648.493 
million (at 1987-88 prices), indicating 72 per cent 
utilization rate. 


Population and Social Planning 

The main objective of the Population Welfare 
Programme during the Seventh Plan was fertility 
management by voluntary birth intervals and birth 
preventions through multi-sectoral activities as wel! 
as maternal and child health system, public, private: 
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NGO, and commercial sectors were involved in 
service delivery. 

The birth prevention target for the Seventh 
Plan was 3.17 million. The programme achieved 
73 per cent of the target by preventing about 2.31 
million births. This was achieved by establishing 
1,505 service outlets and involving 3,168 public 
sector health outlets (federal and provincial), 580 
outlets of Non-Government Organizations (NGQs), 
5,000 Traditional Birth Attendants (TBAs), 2,500 
Registered Private Medical Practitioners, and 4,000 
Hakeems and Homeopaths in the programme. It 
also established 67,000 sale points in the commercial 
medical/drug stores through the project entitled 
‘Social Marketing of Contraceptive (SMC). 

The Seventh Plan provision for the programme 
was Rs. 3.535 billion and total PSDP allocation 
amounted to Rs. 3.040 billion at 1987-88 prices. ‘The 
programme, however, utilized an estimated amount 
of Rs. 3.047 billion which is 100 per cent of the 
PSDP and 86 per cent of the Plan allocation. 


Employment and Manpower 

Initial employment projections of the Seventh Plan 
indicated substantial increases in unemployment 
in the form of open unemployment and under 
employment. In view of low elasticity of employment 
with respect to GDP growth, the Plan emphasized 
the promotion of relatively more labour-intensive 
sectors to alleviate the expected unemployment 
pressures. For this purpose, the Seventh Plan 
postulated a 10-point strategy expected to generate 
6.1 million jobs. 

Most of the provisions of the 10-point strategy 
could not be made effective during the first three 
years, Several factors were responsible for this. 
Firstly, there was some delay in the preparation of 
Policies and projects. Secondly, political develop- 
ments inhibited the continuity of policy and 
development programmes. Thirdly, reduction in 
foreign aid prevented the undertaking of new 
Programmes. Hence, the employment situation 
deteriorated during the first three years. 

According to rough estimates, about 3.122 
million additional jobs were created against the 
Seventh Plan target of 6.1 million, reflecting about 
51.2 per cent achievement. 

The Seventh Plan allocated Rs.2.56 billion for 
development programmes in the manpower sector, 


against which Rs, 1.074 billion or 41.8 per cent were 
actually spent. Low utilization is mainly due to weak 
resources position and implementation capability of 
the sector. 


Culture, Sports, and Tourism 
The Seventh Plan followed an integrated approach 
towards the cultural development, covering all 
important dimensions like preservation of cultural 
heritage, historical and archaeological research, 
cultural history, anthropology, arts and crafts, and 
architecture. A major portion of PSDP allocation 
provided for archaeology and archives was spent on 
the preservation of Mohen-jo-daro monuments. The 
renovation of Quaid-i-Azam’s house and archives 
building (phase !) was completed. The physical work 
on the construction of 2 spurs reached an advance 
stage while ground water control works of Mohen- 
jo-daro monuments brought down the water level 
to 30 ft. Malam Jabba skiing resort was constructed. 
Work on Khirthar National Park in Sindh was near 
completion. Construction of new motels at Choa 
Saidan Shah, Khuzdar, and Ayubia was completed 
by the PTDC. Besides, extension work at the existing 
motels at Skardu, Ziarat, Gilgit, Besham, Khuzdar, 
and Texila was also completed. Moreover, road side 
facilities at Barseen on KKH were commissioned. An 
amount of Rs. 74.64 million was spent on the youth 
development programme. About 85 youth skill 
development centres all over the country and three 
youth hostels at Quetta, Peshawar, and Islamabad 
were completed along with a sports stadium at 
Hasilpur. Similarly, museum galleries at Lok Virsa, 
islamabad, were completed. However, there was 
no worthwhile progress in the construction of 
International Conference Hail, Cultural Heritage 
Centres at Multan, Quetta, Peshawar, and Sehwan 
Sharif, and National Art Gallery. 


Mass Media 

The Seventh Plan aimed at expanding the coverage to 
the entire population through radio and television. 
A major project completed during the Plan was the 
second television channel under a Japanese grant of 
Rs.507 million and government support of Rs. 119 
million. Besides, technical and production facilities _ 
at Karachi, Lahore, and Islamabad TV centres 
were also provided. Since adequate funds were 
not available for the radio sub-sector shortwave 
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transmitters could not be added. Only one 300 
KWMW transmitter at Khuzdar brought a sizeable 
area of Balochistan under radio coverage. Moreover, 
two new small power transmitters at Gilgit and 
Faisalabad and village broadcasters at Sibi, Chitral, 
and Abbottabad were added. Besides, APP replaced 
58 old teleprinters and modernized the news 
gathering system. 


Physical Planning and Housing 

The Seventh Five Year Plan aimed at reducing the 
gap between the demand and supply of houses. 
Emphasis was given to provide houses to the 
shelterless and low income groups and meeting 
the basic needs of drinking water and providing 
sewerage and sanitation facilities. 

Against the target of 650,000 plots in the urban 
areas, 630,000 plots were developed. In the rural 
areas, 2.9 million 7-marla plots were allotted to 
the low income shelterless against the target of 
2.2 million. The target of improving the living 
conditions of katchi abadis was achieved to the 
extent of 80 per cent. As regards the provision of 
water supply/sanitation facilities in the urban areas, 
targets achieved were 85 per cent (water) and 60 per 
cent (sewerage) respectively, In the rural areas, 50 
per cent population has access to water supply and 
!7 per cent to sanitation facilities. 


Social Welfare 
The Seventh Plan, while emphasizing expanding 
national production through the development 
of physical resources, ensured various policies, 
measures and necessary programmes in order 
to promote and enhance social welfare services 
for the betterment of physically, socially and 
economically handicapped population in the 
country, The Social Action Programmes have been 
designed to harmonize the forces of social change 
and offset their adverse repercussions caused by 
the total development processes. Zakat and Ushr 
system for helping the indigent and poor remained 
in operation. A policy was enforced to follow a 
collaborative effort of the government and the 
non-government organizations (NGOs) in the 
implementation of social welfare programmes. 
Around 300 Social Welfare Institutions were 
established during the Plan period. These institutions 
include 131 Social Service Institutions (33 Federal 


and 98 Provincial) in various fields like child 
welfare, youth welfare, welfare of the aged, etc. It 
also included 169 institutions for special education 
and rehabilitation services for the disabled (99 
Federal and 70 Provincial). The social welfare sector 
was provided an amount of Rs. 0.794 billion against 
which Rs. 0.602 billion were utilized. 


Conclusions 


While the growth targets were not achieved, the 
overall performance was satisfactory, GDP grew 
at 5 per cent a year, agriculture 3.8 per cent and 
manufacturing 5.9 per cent. Investment in fixed 
assets amounting to Rs. 682 billion exceeded the 
target of Rs.660 billion due to a surge in private 
investment, which exceeded the target by 19,6 
per cent. Substantial advances were made in the 
physical infrastructure. Gas production and power 
generation increased by 34 per cent and 44 per cent 
respectively, Rural electrification was well ahead of 
the target—18,265 villages/abadis were electrified 
compared with the plan target of 10,336. 

In the final year of the Plan, a Social Action 
Programme was launched to address the neglect 
of education, health, nutrition, rural water supply, 
sanitation, and population planning. The focus 
of the programme was on women and rural 
development. It emphasizes an improved delivery 
system and greater participation of the community. 

In terms of macroeconomic framework, per- 
formance at the internal and external front was not 
up to the mark. The fiscal deficit level rose from 6.5 
per cent in 1989-90 to 7.9 per cent of GDP in 1992- 
93. There was a rapid build-up of domestic debt 
which increased from Rs.290 billion in 1987-88 to 
Rs. 605 billion in 1992-93, this was a mirror image 
of the growing deficits. 

The developments in the Middle East and 
recession in Japan, Europe, and America had an 
adverse effect on balance of payments. Current 
account deficit went up from 4.4 of GDP in 1987-88 
to 7.1 per cent in 1992-93, Rupee value was adjusted 
by 32.2 per cent (cumulatively) against the dollar, 
but the position remained vulnerable, particularly 
during the Gulf crisis. 

The structure of public expenditure depicted 
a shift to the corporate sector. The investment by 
public corporations went up from Rs. 49.0 billion 









to Rs.69.8 billion in 1992-93 in response to a 
Jarge autonomy and delinking from the budgetary 


process. 


The economy went through a process of 
deregulation and liberalization. Foreign arin 
regulation, sanctioning procedures for geeehe 
units and trade policy were deregulated ay 
liberalized. Price controls were removed an 
subsidies reduced. The Eee of rationalizing the 

iff structure was started. 
eee which were hitherto reserved for the 
public sector were opened to private investment. 
These included power generation, telecom- 
munications, shipping, airlines, and export of rice 
and cotton. Parallel to this, two banks and 63 
industrial units were privatized. The process of 
deregulation and privatization was expected to be 
consolidated in the Eighth Plan. 


EIGHTH FIVE YEAR PLAN (1993-98) 


The Eighth Five Year Plan was released by oe 
government of Pakistan in June 1994. It consists 0 
four parts: Perspective and Basic Framework, Main 
Agenda, Sectoral Policies and Programmes, and 
Statistical Appendix Tables. 
Part I deals with seven aspects: Performance 
of the Seventh Plan, Perspective Plan (1993- 
2008), Plan Size and Investment, Fiscal and 
Monetary Dimensions, Public Sector Development 
Programme, Plan Management, and External 
Balance. Part Il focuses on four areas: Approach to 
Eighth Plan, Enabling Environment, Critical Issues, 
and Balancing of Growth. Part ITI includes planned 
efforts covering 16 sectoral policies and programmes 
in the areas of agriculture, water resource develop- 
ment, manufacturing, minerals, science and 
technology, energy, transport and eomnyaicatione 
Physical planning and housing, education an 
training, health and nutrition, population welfare, 
SOcial welfare, narcotics, tourism, youth affairs, 
Culture and sports, mass media, and development 
Of social and economic statistics. Part IV contains 
tatistical appendix tables. | 
The Government of Pakistan, Planning Com- 
Mission, Islamabad, released a pamphlet including 
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the landmarks of the Eighth Five Year Plan in June 


1994. | 
These landmarks are reproduced below: 


a e . 
Bianco (1992-93 Prices) (Billion Rupees) 
Plan Public Sector Private Sector Tota! 
7ih Plan 553 596 : ; i 
Bth Plan 752 949 : 
Acceleration 

95 
(per cent) (Real Terms} 36 59 


i LS 


7 e 
Public Sector Programm (Billion Rupees) 


Corporate and 


Total 
rien Budget = Market Financed 
ee 
7th Plan 457 96 ama 
Bth Plan 483 269 
Growth Targets 

GDP 7.0 per cent 
Agriculture 4.9 per cent 
Manufacturing 9.9 per cent 
Services 6.7 per cent 


Macroeconomic Management 


1. Achieve the growth targets in a framework of 

" equity, stabili inability. 
equity, stability and sustaina 

2, Reduce overall fiscal deficit to half—from 7.9 

f GDP. 
per cent* to 4 per cent o ) ; 

3. Reduce current account deficit from US$3,7 
billion to US$1.84 billion—from 7 per cent to 
2.4 per cent of GDP. . 

4. Long-term external debt to remain at 36 per 
cent of GDP. Monetary expansion to remain 
below the growth of nominal GDP. — 

5. Retirement of high cost debt by the utilization 
of privatization proceeds. 

6. Introduce legislative control on budget 
deficit. 

7, Reduce inflation rate from 9.3 per cent to 
6 per cent. . . 

8. National savings to GDP ratio to rise from 

13.6 per cent to 18 per cent. 


» 199393 actuals. In the Plan, normalized benchmarks for 1992-93 are used. 
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9. Generate 6.2 million new jobs (against 3.2 
million in the Seventh Five Year Plan). 


Good Governance 


1. Reduce imbalances of regions, gender, groups 
and classes. 

2. Measures for poverty alleviation: 

- Long-term—through Social Action Pro- 
gramme and employment generation. 

- Short-term—through specific relief under 
Zakat, Baitul Maal, and Social Welfare 
Systems. 

3, Ensure equality of opportunity through merit, 
transparency, access to education and health 
care, employment (particularly self-employ- 
ment), and vertical mobility. 

4, Greater self-reliance in financial resources. 

5. Mitigate the heritage of collusion and 
defaults, conspicuous consumption and drug 
addiction: 

- Decisive action against defaulters of tax, 
bank loans, and utility bills. 

6. Improve efficiency, responsiveness, and 
participation in the economic system’s 
management through deregulation, 
accountability, and empowerment of the rural 
communities, NGOs and lower echelons of 
the government. 

7. Promote: 

- Public-private partnership 
~ Devolution and decentralization; particu- 
larly to the district level. 


Towards Competitive Markets 


1. Lower tax-rates and broaden tax base, ensure 
documentation of the economy, improve tax 
compliance. 

2. Curtailment of special concessions and rent- 
seeking activities. 

3. Lower tariff structure and integration with the 
world economy. 


Private Investment 


1. Improve enabling environment through: 
~ adequacy of services and physical infra- 
structure 
- education and training 


Sectoral Targets 


- better health coverage 
~ strengthening of capital markets 
- deregulation and privatization 


2. Supportive policies in the fiscal, monetary, 


foreign exchange and trade regimes, 
3. Ensure a minimum investment of Rs. 949 
billion against Rs. 596 billion in the Seventh 
Five Year Plan (1992-93 prices)—59 per cent 
acceleration in real terms. 


Social Sectors 
Education and Training 

1. Breakthrough in primary participation rate: 
Boys—from 85 per cent to 95 per cent. 
Girls—from 54 per cent to 82 per cent. 

2. Increase in literacy rate from 35 per cent to 48 
per cent. 

3. Output of technicians to increase by 50 per 
cent, i.e. from 85,000 to 127,000 per annum. 

4. Qualitative improvement in the education 
system, 


Health: 

1. Engage 33,000 village health workers—First 
major effort for health extension at the village 
level. 

2. Full immunization of mother and child. 

3. Coverage of preventive services to be raised 
from 80 per cent to 90 per cent. 

4. Life expectancy to go up from 61.5 years to 
63.5 years. 

>. Infant mortality rate to decline from 8.6 pet 
cent to 6.5 per cent. 

6. Control of micronutrient deficiencies. 

7. Reduction of incidence of low birth babies 
from 25 per cent to 15 per cent. 

8. Universal access to iodized salt for edible 
purposes. 


Population 

1. Population planning coverage to increase from 
20 per cent to 80 per cent—urban 54 per cent” 
to 100 per cent and rural 5 per cent to 70 pe 
cent. 

2, Contraceptive prevalence to be doubled— 
from 14 per cent to 28 per cent. 
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3. Population growth rate declines from 2.9 per 
cent to 2.7 per cent. 


Rural Water Supply and Sanitation 
1. Coverage of rural water supply to increase 
from 47 per cent to 71 per cent of the 
population. 
_ Rural sanitation coverage to go up from 14 per 
cent to 32 per cent. 


Ind 


Physical Infrastructure 


Water 
. Complete Chashma right bank canal 
. Complete pat feeder canal 
. Complete left bank outfall drain 
Visible progress on Right Bank Outfall Drain 
. Waterlogging in the disaster hit areas to be 
eliminated (1.40 million hectares). 


in & ww he 


Energy 

1, Construction of Ghazi Brotha Hydel Power 
Project (1450 MW). 

2. Thermal generation in private sector (All new 
projects—estimated capacity 2,500 MW). 

3. Completion of ongoing Hub Power Project in 
private the sector (1,290 MWs). 

4, Privatization of thermal plants of WAPDA. 

5. Power generation capacity up by 68 per cent 
(from 9,786 MWs to 16,422 MWs). 

6. Oil production up by 106 per cent (from 
60,000 to 123,300 barrels a day) with major 
investment expected from the private sector. 

7. Gas production up by 38 per cent (from 1,855 
to 2,554 MMCED peak). 

8. Refining capacity up by 183 per cent (from 6 
million to 17 million tons per annum). 

9, Significant utilization of Thar Coal (total 
estimated deposits are over 100 billion tons). 

10, Electrification of 19,700 villages. 


Transport and Communication 

l. Double rail track from Lodhran to Peshawar 
(800 kms). 

2, Manufacture of 1,367 High Capacity 
Wagons. 

3. Completion of Indus Highway (1,189 kms). 

4. Completion of dualisation of National 
Highway (N-5) (1,764 kms). 


5, Complete Lahore-Jslamabad Motorway. 

6. Improvement and upgradation of RCD 
Highway (N-25 and N-40). 

7. Initiation of work on Makran Coastal 
Road. 

8. Construction of deep seaport at Gwadar 
through the private sector. 

9. Clear all the pending demands for telephone 
connections (2.5 million new lines—i.e. 125 
per cent increase in telephone access). 

10. Number of post offices to rise from 13,513 to 
18,513. 

11. Work on Lowari Tunnel will be initiated. 


Production Sectors 


Agriculture 

A. Policies 

1, Integrated management of agriculture, 
irrigation and drainage. 

2. Shift of emphasis to resource use efficiency; 
particularly input management and research 
linkages. Enhancing crop production by 
improving the efficiency of inputs and 
research. 

3. Better soi] management and improved 
response to fertilizer use. 

4, Introduction of sprinkler and trickle irri- 
gation. 

5, Breakthrough in oilseeds and pulses. 

6. Integrated pest management. 

7. More emphasis on non-crop sector. 

8. Establishment of Kisan Banks. 


B. Production Targets 

- Wheat production up by 22 per cent (from 
15.0 million tons to 18.25 million tons). 

- Cotton production up by 61 per cent (from 9.3 
million bales to 15 million bales). 

- Rice production up by 31 per cent (from 3.25 
million tons to 4.25 million tons). 

- Sugarcane production up by 28 per cent (from 
36 million tons to 46 million tons). 

~ Non-conventional oilseeds production up by 
108 per cent (from 120,000 tons to 250,000 
tons). 

- Meat production up by 38 per cent (from 1.8 
million tons to 2.5 million tons). 
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- Milk production up by 30 per cent (from 
17 million tons to 22 million tons). 


Industries and Minerals 


Policy Initiatives 

1. Breakthrough in the small-scale sector and 
improving linkage with the large-scale sector. 

2. Major shift to value added products. Improved 
production quality and marketing. 


Production Targets 

- Fertilizer (nitrogen) production up by 60 per 
cent (from 1.23 million N tons to 1.97 N tons). 

- Cement production up by 66 per cent (from 
8.56 million tons to 13 million tons). 

- Sugar production up by 54 per cent (from 2.4 
million tons to 3.7 million tons). 

- Petroleum products up by 50 per cent (from 
7.6 billion litres to 11.4 billion litres). 

- Steel Billets production up by 124 per cent 
(from 246,000 tons to 550,000 tons). 

- Tractors production up by 137 per cent (from 
712,000 to 1,686,000 tons). 

- Bicycles production up by 61 per cent (from 
5.8 million to 9.3 million). 

- Trucks and buses up by 100 per cent (from 
4,000 to 8,000). 

~ Saindak Copper Project would be in 
production. Capacity 15,850 tons of blisters 
copper, 1.47 tons of gold and 2.76 tons of 
silver. 


ROLE OF ANNUAL PLANNING 
IN DEVELOPMENT 


The short period, from the viewpoint of the 
economic decision-making by the state authorities, 
is taken to cover the period of one year. The broad 
economic objectives are set out in the Annual Budget 
and the Annual Development Plan. When an overall 
Five Year Plan is in operation, the Annual Plan 
becomes the instrument for achieving the targets 
of the Plan and it includes those projects which 
are within the framework of the Five Year Plan. If, 
however, the economic conditions have changed 
drastically, as compared to what was envisaged when 
the Five Year Plan was formulated, the Annual Plan 


will take into account the new circumstances and to 
this extent deviate from the original targets. During 
periods of considerable uncertainty, the Annual Plan 
becomes the main source of development planning 
in the country. 


Annual planning of the economy has the following 
important objectives: 

1. Raising revenue for running the state 
machinery. The government must generate 
funds for maintaining the administrative 
machinery of the state as well as the police 
and armed forces. These funds are generated 
through direct and indirect taxes and revenues 
from government agencies. 

2. Raising resources to finance development 
programmes to be undertaken by the govern- 
ment or public sector. 

3. Achieving output levels and growth targets 
of major sectors specially in agriculture and 
industry. 

4, Maintaining stable prices. 

5. Keeping the foreign trade balance within 
manageable levels so that the deficit does 
not go beyond what is covered from foreign 
borrowing. 


It is important to note that these short-term 
objectives may be inconsistent with each other and 
conflicts are likely to grow. in such situations, the 
government is expected to take suitable steps of 
overcoming these problems. 


RELATION TO FIVE YEAR PLANS 


The Five Year Plans are broken down into Annual 
Plans which act as the recurrent instruments fof 
detailing exactly what must be done to convert the 
former into programmes of action. Thus, an Annual 
Plan deals with current development activities 
without losing sight of long-term goals. The size 29 
composition of each Annual Plan is determined, 9 
one hand, and on the other hand, by readiness '° 
proceed with new projects and the progress moa 
with projects started previously. 

In contrast with the Five Year Plan, the annual 
plans contain more details. A typical annu® 
operational plan starts with an account of t® 


























progress of the medium term plan in the previous 
year. The more important projects and programmes 
io be carried out during the current year, along 
with estimates of costs and available resources are 
described. The most important sector of an annual 
plan describes the specific monetary, credit, fiscal, 
and other measures to be adopted during the year 
to achieve the annual targets. 


NINTH FIVE YEAR PLAN (1998-2003) 
This Plan was not officially announced. 


Ten Year Perspective Development Plan 
2001-11 and Three Year Development 
Programme, 2001-04 


The Planning Commission released the Three Year 
Development Plan in September 2001. The Ten 
Year Development Plan consists of five parts and is 
spread over 22 Chapters. The five parts relate to the 
economic framework for growth; poverty reduction 


__and human development; overcoming drought and 
| teviving agriculture; infrastructure and industrial 


“development, and public sector investment. The 


E Strategy in the outline is reproduced below: 


| STRATEGY OUTLINE 


1. There is a national consensus in Pakistan 
that the problems facing the economy of 
Pakistan are structural in nature, requiring 
a long view for their systemic resolution. 
Poverty reduction and growth, the key 
goals of ail efforts in economy and society, 
have to become ingrained in this process of 
structural change. The strategy of the Ten 
Year Perspective Development Plan 2001-11 
responds to this challenge. 

2. The economy of Pakistan lost momentum in 
economic growth during the nineties. While 
the Sixth Five Year Plan recorded an annual 
average GDP growth rate of 6.3 per cent, it 

} Was 4.8 per cent during the Seventh Five Year 

Plan period and 4.2 per cent in the Eighth 

Five Year Plan period. The international! 

Political and economic environment facing 
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Pakistan following the nuclear tests in May 
1998 disrupted the medium-term planning 
process. Since October 1999, efforts have 
been concentrated on short-term economic 
stabilization through a consistent, credible and 
transparent set of tight fiscal and monetary 
policies. By 2000-01, prudent management 
of the economy led to encouraging signs of 
stability; the rate of inflation under 5 per cent, 
monetary expansion well within target and the 
fiscal deficit at 5.3 per cent. 


The Plan and Objectives 


3. With a high degree of economic stability 
achieved and wide ranging structural reforms 
in place, it is possible to look ahead with 
confidence and push for a take-off into 
increasing self-reliant growth and, simul- 
taneously, to reduce poverty. The Ten Year 
Perspective Development Plan 2001-11 has 
been formulated to visualize the required long- 
term macroeconomic and sectorial growth 
strategies. As effective implementation is the 
key, a steady movement towards 2010-11 will 
be vigorously pursued through operational 
strategies embodied in the Three Year 
Development Programme, which will roll over 
every year. This will enable tactical adjustments 
through Annual Plans and Annual Budgets for 
the medium-term, without compromising the 
long-term strategic direction. 

4. In current price, the total size of the Perspective 
Plan has been determined at Rs. 11,287 billion, 
out of which Rs. 2,540 billion the Public 
Sector Development Programme (PSDP) to 
be financed through the budget. Thus, 77.5 
per cent of the total investment is envisaged in 
the private sector. Projections for the private 
sector can at least be indicative, the realization 
of which will depend on the continued 
investment-friendliness of the policy frame- 
work in all sectors, as virtually all fields of 
the economy are now open to the private 
initiative. The public sector will concentrate on 
poverty reduction and human development. 
Its allocations have been tightly planned: 
priorities have been worked out for the ten- 
year allocation of Rs.2,540 billion; careful 
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programming has been carried out for Rs. 460 
billion allocated for the first three-year period 
(2001-04) to initiate, accelerate, and complete 
the priority projects and programmes, and a 
higher budgetary provision of Rs. 130 billion 
has been made for the first year (2001-02) to 
front-load the implementation of key projects 
and programmes in water and agriculture so 
as to overcome the impact of droughts and 
promote rural employment and information 
technology to force productivity and 
generate urban employment opportunities. 

The process involved full participation of 
Federal Ministries, Provinces, and Special 

Areas, Other stakeholders participated in the 

conception of social and economic policies 

through various advisory boards. The exercise 

will continue every year so that any hurdles 

in realizing the goals of the Perspective Plan 
are removed and corrections made within a 
three-year framework, before these problems 
insurmountable bottlenecks. 


. The key objectives of the Ten Year Perspective 


Development Plan are: 

¢ Accelerate GDP growth, reduce unemploy- 

ment and alleviate poverty; 

Financing growth increasingly by Pakistan's 

own resources; 

« Government to improve its income-expen- 
diture configuration to contain domestic 
borrowing; 

¢ Private Sector to transform a larger pro- 
portion of its saving into foreign exchange 
through exports to contain external 
borrowing; 

¢ Improvement in competitiveness by 
promoting productivity, efficiency, and 
quality; 


Table 10.14 Plan Size and Structure 


Fi 
Particulars vests pli ~04 
Ris. billlon 
Public Sector Development 460 
Programme 
Private Sector 1,519 
Total 1,979 


Growth Strategy 


6. The first order of business is to reverse the 
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¢ Build human capital base for long-term 
self-reliant growth; and 

¢ Institutionalize social capital conducive to 
sustainable development. 


Each of these objectives is discussed in the 
following paragraphs, highlighting the strategic 
thrust required for steady progress. To achieve 
the Plan, the three most important quantitative 
and qualitative targets relate to poverty, human 


development and growth. Table 10.15 indicates these 
targets. 


Table 10.15 Poverty Reduction and Growth Targets 





paacuine Benchmark Projections 
2000-01 2003-04 2010-11 

Food Poverty {per cent) 30 25 15 

Human Development Index (Rank) 135 120 90 

GDP Growth (per cent) 2.6* 5.0 63 

* Provisional 


decline the GDP growth rate, revive economic 
activity in the medium-term and then 
accelerate the growth rate to realize the true 
potential of the economy. The macroeconomic 
framework projects an increase in the growth 
rate from the drought-related low of 2.6 pet 
cent in 2000-01 to 4 per cent in 2001-02, takes 
it to S per cent in the medium-term i.e. by 
2003-04 and then accelerates it to 6.3 per cent 
by 2010-11. In the medium-term, regeneration 
of growth is possible only through a clear and 
well-designed focus on sectors and activities 
where output can be expanded quickly with 
modest investment, and undertaking measures 
for improvement in productivity, Four sectors 


Total Ten 
per cent Years 2001-11 per cent 
Rs. billion 
23.2 2,540 22.5 
76.8 8,747 77.5 
100.0 11,287 100.0 
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have been identified to lead this process- 
agriculture, small and medium enterprises, 
information technology, and oil, gas and coal. 


7. Revitalizing agriculture: After an impressive 


growth of 6.1 per cent in 1999-2000, the 
agricultural growth turned negative in 2000- 
01. Water is becoming a limiting factor on 
cropping area. With low rainfall in rain- 
fed area, a 40 per cent shortfall in water 
availability in the irrigated area for rabi crops 
and a shortfall of 18 per cent of irrigation 
water at farmgate for both rabi and kharif 
crops, water shortage has become the single 
greatest problem facing agriculture. In the 
near term, water scarcity can be relieved only 
through conservation and efficient water 
use, Public investment wil! emphasize water 
course improvement through the on-farm 
water management projects. 10,000 tube- 
wells will be installed in the provinces. Public 
policy will encourage crops that require less 
water. Area under wheat will be increased 
while the area under coarse rice will be 
reduced and developed for cotton. Similarly, 
area under sugar cane will be rationalized 
and substituted, to the extent possible, by 
sugarbeet, and cotton. Public sector financial 
institutions will extend credit for private 
investment in new and cost-effective means 
of irrigation and conservation, tube-wells, 
open wells desilting and brick lining for 
water channels, precision land-levelling, 
drip irrigation, mini-dams, bed planters, and 
water sweeter processing machines. Fiscal 
incentives have been announced for affordable 
agricultural input prices. Thus import duties 
on active ingredients of pesticides, formulated 
pesticides, fertilizer industry inputs such as 
sulphur and zinc-dust have been reduced 
to the lowest slab of 5 per cent. Regulatory 
duty on urea fertilizer has been abolished. A 
comprehensive fertilizer policy will also be 
announced. Similarly, duty on soyabeans meal, 
an important input for poultry industry, has 
been reduced from 35 per cent to 10 per cent. 


. A Drought Relief Programme of Rs, 10 


billion has been drawn up. A sum of Rs. 1.1 
billion will be spent in the next three years 
to replicate the crop maximization results of 


the Sargodha model at district levels. Import 
substitution will be encouraged in edible oil, 
tea and milk. Public sector will fund projects 
in the development of oilseeds and oil palm, 
while the private sector will be mobilized to 
set up plants for black tea processing and milk 
powder. Export orientation will be cultivated 
by encouraging high value crops such as 
fruits, flowers and herbs. Programmes in this 
regard will focus on strengthening nurseries, 
quality control, and setting up of cold storage, 
processing, and preservation facilities. A 
Horticulture Export Board has already been 
established. Potential exists for doubling 
the productivity of crops and livestock. The 
strategic interventions to release this potential 
will involve development of high yielding 
varieties, improved hybrid seeds for rice and 
cotton, balanced application of fertilizers, 
integrated pests management, and improved 
agronomic management. Commodity 
Advisory Boards and corporate farming will 
be the new institutional forms. A special 
livestock development project of Rs. 1.2 billion 
will be initiated from 2002-03. The emphasis 
in fisheries will be on agriculture development, 
improved post-harvest facilities, and better 
hygienic facilities at export outlets. A new 
deep-sea fishing policy has been announced 
with the aim of trebling the annual fish 
exports. This policy strengthens monitoring 
of Pakistani waters, provides for quality 
control, and encourages smaller fishermen and 
medium-sized vessels by offering concessional 
credit from ADBP and SBFC. Credit will be 
targeted towards small and medium farmers 
with a one-window facility by the ADBP. A 
new management has been installed for its 
grassroots reorientation. Its credit will be 
linked to the schemes of land for the landless. 
Already 92,792 acres have been distributed to 
9,601 farmers in Sindh and Balochistan. 


. Poor marketing infrastructure causes post- 


harvest losses of around 30 per cent. A 
comprehensive agricultural marketing strategy 
will be implemented to focus on farm-to- 
market roads, construction of storage by the 
private sector, grading and quality standards, 
market information systems, and growers 
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associations for marketing, The government 
will continue to announce support price for 
wheat and indicative prices for sugar cane, 
cotton and rice. The TCP will stand ready to 
second-buy and stabilize prices for the farmer. 
There will be no restriction on the export of 
agricultural commodities. Wheat will move 
freely within the country. 

10. The State Bank will cater to credit demand 
rather than place ceilings in credit plan. The 
focus will shift from loans for production 
inputs to the entire value chain beginning 
with traditional inputs to on-farm water 
storage, processing, collection or procurement, 
transportation, off-farm storage and godowns, 
processing, marketing, and wholesale and 
retail business. A start is being made by 
a 50 per cent increase in credit allocation 
to agriculture in the very first year. It will 
help reverse the decline of fixed investment 
experienced in agriculture in the base year. 
11. Over the ten year period, medium and large 
reservoirs and canals have been planned to 
augment irrigation water from the present 
83 MAF of surface water by 4.5 MAF and 
cultivated area by about one million acres. 
The Chashma right bank canal has been 
completed. Work has started on Gomal Dam, 
Mirani Reservoir, and the Greater Thal Canal. 
To manage quantity and quality of drainage 
effluent, work has also started on RBOD-IL 
Rainee Canal, Kachi Canal and the raising of 
Mangla Dam height will be taken up in 2002. 
These seven new projects will cost Rs. 186 
billion. The medium-term programme is 
expected to take agriculture growth to 3.5 
per cent in 2003-04 and the strategic thrusts 
of the Perspective Plan are likely to further 
lift agricultural growth to 4.2 per cent by 
2010-11. 

12. A leap forward in small and medium 
Enterprise: The experience of many developing 
countries suggests that growth of employment 
is higher in small and medium-sized 
enterprises (SMEs) and in self-employment. 
in these countries, informal sector activities 
are often the leading source of employment 
opportunities for people with limited access to 
formal sector wage employment, in particular, 


women. They provide a productive outlet for 
the entrepreneurial spirit of individuals ang 
assist in the dispersion of business activity 
throughout the economy. As small-scale 
industries and self-employment schemes are 
highly labour-intensive, efficient users of 
capital and are better suited to technology 
adaptation. They also reflect the true 
comparative advantage of the economy. In 
Pakistan, small and medium-scale enterprises 
account for three-fourths of the total 
manufacturing establishments. However, they 
contribute a disproportionately low share of 
both employment and value added, the latter 
growing at an annual rate of 8.4 per cent in 
the past and 5.3 per cent recently. 


13. For the development of the small and medium 


enterprises, a number of specific measures 
and programmes will be pursued. Growth of 
light engineering SMEs, including clusters/ 
incubators such as service/technology parks 
and business incubators will be facilitated in 
the private sector. Industrial support centres 
will be established at growth points for 
small-scale industry. The centres will provide 
advisory services to potential entrepreneuts, 
including feasibility studies. For the training of 
small entrepreneurs, enterprise development 
institutes will be set up, one each in the 
provinces and at the federal level, Small and 
Medium Enterprise Development Authority 
(SMEDA) was established as an autonomous 
corporate body to act as a key resource for the 
SMEs. In the light of the experience gained in 
early years, its functioning has been stream- 
lined, with provision of necessary resources 
and improved focus on easier documentation 
with the financial institutions, free technical, 
managerial and marketing advice through 
provincial offices, information on sector briefs, 
pre-feasibility reports, and access information 
on demand for Pakistani products. SMEDA 
has also undertaken a study on the regulatory 
irritants standing in the way of SME growth. 
Accordingly, the minimum income tax of 0.9 
per cent on individuals has been removed. The 
minimum tax has also been removed from the 
sick units being rehabilitated by the Corporate 
and Industrial Rehabilitation Corporatio® 
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(CIRC). The target for CIRC is to revive 4-5 
units every month. Import duties have been 
reduced on raw material used by SMEs such 
as cutlery, soap, knive handles, stitching and 
processing as well as the on horticulture 
industry and specialized plastics. 


14. Special arrangements are being made to 


extend credit to the SMEs in the National! 
Credit Plan. SBFC has been positioned to 
meet its needs by raising its financing limit 
from Rs. 1.5 million to Rs. 30 million. Special 
packages for fisheries, light engineering, 
garments, and gems and jewellery industries 
have been launched. Many more will be 
announced in the coming year out of a credit 
allocation of Rs.2 billion. First Women Bank 
has been strengthened to focus on SMEs run 
by women and nationalized commercial banks 
are also developing SME finance capabilities. 
Lease financing will focus more and more on 
SMEs. 


15. Quantum leap in Information Technology 


(IT): Development of information technology 
and software has been chosen as an area of 
priority focus. To make an institutionalized 
beginning for effective coordination, an 
Information and Telecommunication 
Technology Division has been created under 
the Ministry of Science and Technology for 
policy cohesion. Bandwidth charges of PTCL 
have been reduced to one-third of the cost 
charged earlier and are now amongst the 
lowest in Asia. Bulk availability of bandwidth 
has also risen manifold. Pakistan Software 
Export Board has been revamped to meet 
the challenges of the new IT environment 
being created in the country. Its main focus 
is to provide marketing support to the local 
iT industry. Software Technology Parks 
have been established in Islamabad and 
Lahore. Karachi is next on the list. Significant 
concessions have been allowed to IT industry. 
Contracts are accepted as collateral to qualify 
for export refinance. Companies can retain 
35 per cent of export earnings in foreign 
exchange. The minimum tax of 0.5 per cent 
has been removed on remittances from 
software exports. Most IT equipment ts 
exempted from customs duty. The rate of 


depreciation allowed on computer equipment 
has been increased from 10 per cent to 30 per 
cent. 


16. The goal of the Perspective Plan is to transform 


Pakistan into of the major 11 leaders by 2011, 
the key steps for which include the establish- 
ment of E-commerce and E-government and 
finding a niche in the software export market. 
The establishment of E-commerce infrastruc- 
ture and the associated legal framework will 
allow industries, business and an economy to 
benefit from IT and improve competitiveness 
in the world. E-government will transform 
most of the government transactions to 
the electronic media so as to reduce paper 
work and increase efficiency, transparency, 
and public access. By using the advantage 
of English language and employing the 
human resource development being planned, 
software export is expected to increase from 
US$45 million to US$295 million by 2003-04 
and US$5 billion by 2011. To address the 
issue of inadequate manpower, the existing 
institutions will be strengthened under 33 on- 
going projects, engineers and scientists will 
be retrained and student loan programmes 
will be started. Seven IT Universities will be 
established. NTC data network, university 
internet and efficient use of PTV will bring 
the IT infrastructure closer to international 
standards. Quality of IT education will 
be ensured through proper testing and 
accreditation. In the next three years, the 
annual output of IT professionals will increase 
from 5,000 to 20,000, the number of personal 
computers from 1.95 million to 4.28 million 
and the number of internet connections from 
200,000 to 570,000. An allocation of Rs. 13 
billion has been made for the next three years 
to implement the IT programmes. By the 
end of the Perspective Plan in 2011, Pakistan 
will produce over 53,000 IT professionals 
annually, the number of personal computers 
will reach over 14 million and there will be 256 
degree and 2,972 non-degree IT institutions. 
Towards these ends, IT has been allocated a 
total of Rs. 57 billion in the federal budgetary 
programme for the next 10 years. 
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17. Priority Exploration and Development of Oil, 


Gas and Coal: The oil import bill is as high as 
one-third of the total imports. To reduce this 
dependence, it is important that exploration 
and development of oil and gas be the driver of 
growth in the energy sector in particular and 
the economy in general. It has been designed 
to lead the way to attract Foreign Direct 
Investment and boost up the privatization 
effort. The share of oil in overall energy profile 
is targetted to decrease during the next three 
years by the substitution of natural gas for 
imported oil. Furnace oil will be replaced by 
natural gas in power generation and CNG use 
will be expanded. The cost of a long period of 
neglect of coal has now become apparent with 
the expensive hydel/therma! power generation 
ratio of 28:72. This will be reversed. 


18. Slow indigenous growth in the production 


of oil and gas is due to a low investment in 
exploration and development. In January 
2001, a new investment policy was announced 
for offshore exploration. In addition to 
normal incentives, the corporate tax-rate 
was lowered from 55 per cent to 40 per cent, 
the requirement of a joint venture with the 
government was waived and better wellhead 
prices were offered. Zero-rated import of 
oil and gas equipment has been provided. 
The government is redefining its role and 
disinvesting its interest in existing ventures. 
This requires an independent, efficient and 
autonomous regulatory authority. Oil and 
Gas Regulatory Authority is taking shape. The 
deregulation of the import and pricing of POL 
products is underway in a phased manner. The 
primary freight pool has been abolished and 
pricing of all petroleum products has been 
deregulated according to a formula agreed 
by the Petroleum Companies. Further, a new 
holding company is to be made functional 
to separate government ownership and 
regulatory functions in different joint ventures 
regarding exploration and development 
activities, This will enable the government 
to eliminate budget-financed equity in this 
sector, claiming an allocation of Rs. 5.3 billion 
in the PSDP 2001-02. Major investments 
are, however, expected to be undertaken 


outside the budget and by the private sector, 
The present commitments stand at one 
billion dollars for the additional supply of 
gas by development of discovered fields 
and expansion of the transmission system. 
Furthermore, the privatization of fuel sector 


entities viz. SNGPL, SSGCL, OGDCL, etc, 
is expected to be completed during the next 
three years. A beginning has been made by 
converting OGDCL into an autonomous 
corporate entity under the Companies Act. 


19, Supplementing indigenous development by 


import of natural gas is inevitable within 
the medium term and a firm commitment is 
needed soon to take appropriate steps in this 
direction. This would also result in annual 
fee payment to the government in case gas is 
supplied to the neighbouring country through 
Pakistan. 


20. Gas production will increase from 2.3 


BCFD presently to 5.0 BCFD by 2011. 
Infrastructure development programme is 
being implemented for the utilization of 
1 BCFD from new gas discoveries and an 
additional 100 MMCF is already available to 
the national gas network, Development of Thar 
and other coal fields will be undertaken in 
earnest, for power generation and as input for 
the cement industry. Towards the end of the 
plan, duty on imported plant and equipment 
for coal-fired units has been reduced from 
15-25 per cent to 5 per cent. The feasibility of 
Thar Coal Mining is being commissioned at 2 
cost of Rs. 172 million and the development is 
programmed to start from 2003-04 at a total 
cost of Rs.15 billion. The total indigenous 
coal resource potential is 185 billion tons. !! 
million tons per annum of coal is expecte 

to be produced by 2011 against the current 
production of 3.3 million tons per annum. 
A coal policy is being formulated and a high 
level task force is deliberating on measures '0 
maximize the use of indigenous coal. Work 
on 600 MWs Thar Coal Power Project, with ® 
total cost of Rs. 53 billion, is envisaged to start 
from 2005-06. During 2001-11, oil productio® 

will increase from 56,000 BPD to 100,009 

BPD. The commissioning of PARCO has led 

to self-sufficiency in petrol and LPG, with 
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the possibility of export when supply exceeds 
demand. White oil pipeline will be completed 
by PARCO by December 2002. Other cross- 
country oil pipelines will also be constructed 
depending on their viability. The storage 
capacity will be increased to provide 45 days 
cover as against 19 days cover now. Additional 
refining capacity of 6 million tons per annum 
will be constructed on the coast. 


21. Long-term structural transformation: Agri- 


culture, Information Technology and SMEs 






have been pushed in the medium term for 
their potential to quickly revive growth and 
generate employment opportunities with low 
investment. The priority accorded to oil, gas 
and coal is essentially to reduce vulnerability 
to energy imports and rationalize energy cost 
of investment, besides conserving foreign 
exchange. Investment in this and the water 
sector will help sustain growth over the longer 
period. But this will clearly not be enough 
to accelerate growth from 2.6 per cent In 
3000-01 to 6.3 per cent in 2010-11. The latter 
objective will also require manufacturing to 
emerge out of the stagnation of the nineties 
and achieve a broad-based growth of 7.8 
per cent by 2010-11. Only then will the 
desired growth and structural transformation, 
as indicated in Table 10.16, be achieved. 
Engineering Vision and Textile Vision are the 
key steps in this direction. 


Table 10.16 Growth, Structural Change and Investment 
Table 10.16 Growin, SO 


Benchmark Projections 
H nisin 
se culers 2000-01 «2003-04 2010-11 
Food Paverty (per cent) 30 25 15 
Growth Rate {per cent) 
GDP 2.6 6.0 6.3 
Aaricutture 2.5 2: ; - 
Manufacturing 7.1 6. bp 
Services 4.4 5.2 f 
Shares (per cent of GDP) 
A Fr 25.0 23.8 21.3 
Qriculture ve 
Manufacturing 15.7 16.6 
Services 52.0 52.3 52.6 
Investment ( DP 
per cent of GDP) 
Total 147 16.5 20.6 
Fixed 13.1 44,9 19.0 
Public 2.2 2.5 3.2 
Private 10.3 12.4 15.8 


ne 


42. The share of manufacturing in total output 


will rise from 15.7 per cent to 18.7 per cent of 
GDP and that of agriculture will fall to 21.3 
per cent by 2010-11. In the case of services, 
the key point to note is not their share which 
will remain stable, but the composition which 
will shift towards information technology, 
financial services, distributive trades and 
professional firms. For this structural 
transformation to take place, the level of 
Gxed investment in constant prices will have 
to be two and a half times in 2010-11, with 
83 per cent of the increase coming from the 
private sector. As a percentage of GDP, total 
investment is projected to rise to 20.6 per cent 
from the present level of 14.7 per cent. Private 
Gxed investment is envisaged to rise from 10.9 
per cent to 15.8 per cent. 


33. To achieve this level of private investment, 


the government has put in place a critically 
important set of policies. Tariff rationalization 
has improved the competitive edge, business 
friendly changes have been made in tax legis- 
lation as well as administration, multiplicity 
of provincial taxes, and labour and social 
welfare levies and regulation has been brought 
to manageable limits and banking and capital 
market reforms would facilitate capital 
formation. The Board of Investment now plays 
a proactive role; a deregulation committee 
headed by a private sector person will be set 
up to remove the remaining irritants. In terms 
of the confidence-building measures, the 
HUBCO and IPP disputes have been resolved, 
survey and registration exercise for documen- 
tation has been made more circumspect, 
the accountability drive is not targeting 
businessmen and arrangements for refunds 
and drawback have considerably improved. 
A new shipping policy has been announced 
to substantially deregulate the sector, give 
incentives (including tax exemption till 2020) 
to foreign and local investors, and improve 
the efficiency of ports by better availability 
of harbour crafts. The consistency of policies 
are not the least, diligently monitored. In 
addition to consistent and conducive fiscal, 
monetary, trade, and sectorial policies, 
private investment requires a proper legal and 
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regulatory framework and a transparent and 
equitable enforcement. The implementation 
of police and judicial reforms and the 
deweaponisation drive will further improve 
the law and order situation and ensure the 
sanctity of contracts. 
24. The public sector, though declining in its 
relative importance during the Perspective 
Plan period, will focus on creating social 
overhead capital for private investment. Thus 
the federal budgetary PSDP, during the next 
ten years, is programmed to give priority 
to water, transport and communication and 
energy. The major water and fuel sector 
projects have already been discussed. Railways 
will receive their due share for the first time 
to reclaim the bulk of long-haul freight. The 
Gwadar Deep Water Port Phase I, Makran 
Coastal Highway, and Mirani reservoir are 
being started as part of an integrated plan 
and will be completed during the Perspective 
Plan at a total cost of Rs.34.1 billion, Work 
on Turbat-Mand Road and Gwadar-Turbat 
Road has started. Work has also commenced 
on Pindi-Bhattian—Faisalabad Motorway, 
Lyari By-pass, and Karachi Northern By-pass. 
Three roads have been started in Gilgit- 
Baltistan for tourist development. Among the 
major ongoing projects, Kohat Tunnel and 
access roads, National Highway Improvement 
Projects, Islamabad-Peshawar Motorway, 
Mansehra-Naran-Jalkhad road, and Quetta- 
Qilla Saifullah-Zhob-D.I. Khan road will be 
completed and Qilla Saifullah-D.G. Khan- 
Multan will be improved. The Perspective 
Plan includes key power projects such as 
Jinnah, Basha, Kohala, Neelum-Jhelum, and 
sented the coal based projects of Thar 
25. Good policies for the private sector and better 
programming and prioritization of the public 
sector are expected to revive investment and 
growth which in turn will transform the 
structure of the economy. A kick start by the 
public sector will take along the private sector. 
contributing to growth and poverty reduction: 


Poverty Reduction and Growth 


29, The distinctive feature of the growth strategy 


30. Concerted efforts have been made to ensure 


26, The incidence of caloric poverty after havin 
decreased from 27 per cent in 1986-87 to 
23 Per cent in 1990-91 deteriorated to ay 
estimated 29 per cent in 1999-2000. The 
prime reason for the increase has been the 
low rate of economic growth which has 
been accompanied by rising unemployment 
income inequality and cost of living. Social 
deprivation indicators, reflected in low 
access to food, land, health care, education 
drinking water, and sanitation facilities, were 
correspondingly affected. Further, structural 
adjustment policies adopted by Pakistan in 
response to macroeconomic imbalances also 

: adversely affected the poor. 

27. According to an FBS study, low economic 
growth is significantly correlated to bad 
harvests. Another FBS study suggests that 
increase in poverty is associated with poor 
agricultural performance and decrease in 
poverty is associated with good agricultural 
performance. Revitalization of agriculture 
is, therefore, the linchpin of the poverty 
reduction strategy. 

28. The Perspective Plan 2001-11 encompasses a 
four-pronged attack on poverty: (i) increased 
economic opportunities for the poor (ii) their 
empowerment (iii) access to physical and 
social assets and (iv) access to welfare and 
support through the development of appropri- 
ate social safety nets. 


outlined above is its pro-poor nature, While 
growth in general is good for the poor, 
the composition of growth has also been 
directed towards improving the lot of the 
poor. However, with almost one-third of the 
population below the poverty line, significant 
poverty reduction requires growth strategy 
to be supplemented by an employment 
strategy as well as direct poverty alleviation 
programmes. Equally important is a focus on 
social sector development. These are discussed 
in the following sections, 


that financial allocations truly reflect the 
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Barren tenement emer a —— 


poverty reduction and human development 
priorities of the government. Thus, out of the 
total of Rs. 1,648 billion of the development 
outlay earmarked for the Federal Government 
for the next 10 years, Rs. 509 billion or 31 per 
cent, the highest, is for human development. 
The next highest share of 28 per cent is 
for water and agriculture, an investment 
which is central to reducing poverty in the 
rural areas. A Rs. 10 billion drought relief 
programme is in addition. The Khushal 
Pakistan (Poverty Alleviation) Programme 
has been allocated Rs. 100 billion during the 
Perspective Plan Period. Out of the Rs. 500 
billion self-finance provincial development 
programmes, around 40 per cent will be for 
human development. Similarly, about half of 
the current expenditure of the provinces will 
be claimed by human development. More 
than half of the Rs. 156 billion development 
programme for the Special Areas will be 
devoted to the human development sectors. 
31. Table 10.17 summarises the projected public 
and private expenditure for poverty reduction 
during the Perspective Development Plan 
period. It reflects the significant amount of 
voluntary giving estimated in some recent 


studies. 


Table 10.17 Public and Private Expenditure for Poverty 


Reduction 
(per cent of GDP} 
Benchmark Projections 

Particulars oo 

2000-01 9003-04 2010-11 
Public Sector 3.8 4.3 5.3 
Development Expenditure 1.1 1.4 1.5 
Current Expenditure 2.3 2.5 3.0 
Targeted Transters 0.4 0.4 0.6 
Private Sector 2.7 2.8 3.6 
zakat 0.4 0.5 0.6 
Gifts, atc. 0.5 0.5 0.6 
Volunteering 0.9 0.9 1.2 

Workers’ Remittances 

trom abroad 0.9 0.9 1.2 
Total 6.5 7A 8.9 


en 


Unemployment Reduction Strategy 


32, The sluggish growth over the nineties 
also slowed down the rate of increase of 


employment opportunities. Employment 
elasticity and GDP growth were lower in 
the eighties compared to the nineties. The 
share of manufacturing fell, as did the real 
wages, indicating labour absorption in low 
productivity sectors. Unemployment rates 
are higher in the urban areas, while under- 
employment is still substantial in the rural 
areas. Young people and women suffer from 
higher level of unemployment than other 
categories of people. In terms of educational 
level, illiterate and those with pre-matric 
education show a lower unemployment rate 
than those with matric and higher level of 
education. Based on the Labour Force Surveys, 
open unemployment is estimated at 6.9 of 
the labour force. Adjusted for a significant 
proportion categorized as underemployed 
for working less than the standard 35 hours 
a week, the effective rate of unemployment is 
close to 10.4 per cent. This brings the number 
of unemployed to 4.3 million. Table 10.18 
indicates the Perspective Plan projections. 


Table 10.18 Present and Future Unemployment 


Benchmark Projections 
Particulars —$=———— 
s000-01 2003-04 2010-11 
Labour Farce (Million) 41.4 44.2 52.1 
Open Unemployment Rate 6.9 6.5 4.2 
{per cent Labour Force Survey) 
Underemployed Converted into 3.5 2.9 1.9 


Open Unemployed (per cent) 


Effective Unemployment Rate (per cent)10.4 9.4 6.1 


33. The Perspective Plan target is to reduce the 
effective rate of unemployment from 10.4 
per cent to 6.1 per cent in 2010-11. A three 
pronged strategy is necessary to achieve this 
target. Firstly, economic growth has to be 
revived. As elaborated above, the growth 
strategy in the medium-term focuses on 
reviving growth through key thrusts on 
agriculture, information technology and 
SMEs. Agriculture growth will reduce rural 
unemployment and information technology 
programme is designed to absorb the educated 
unemployed in urban areas. SMEs are known 
to attract migratory labour and the informal 
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segment of the labour market. The emphasis 
on the development of coal deposits will also 
enlarge the employment opportunities due to 
the high employment intensity of coal mining. 
Secondly, economic growth has to be not 
only revived but accelerated as well to realize 
the full potential of the economy. During the 
Perspective Plan period, the acceleration of 
GDP growth would expand the productive 
employment potential by adding 11,3 million 
job opportunities. Thirdly, growth itself is 
unlikely to overcome the problem of un- 
employment, which includes the accumulated 
backlog made worse by the slow down of 
growth and the projected additions to the 
labour force. To make an immediate impact, 
policy attention has been focused on the 
housing and construction sectors which have 
the highest employment elasticity (0.87) and 
significant forward and backward linkages, as 
also multiplier effects. 
34. It is estimated that Pakistan requires building 
half a million units annually for the next 
twenty years to clear the past backlog as 
well as to meet the additional demand. A 
national housing policy has been announced 
to provide a broad framework for consistent 
action. Access to land, credit, incremental 
development of infrastructure, and technical 
and organizational support to the communities 
constitute its guiding principles, Construction 
and housing has been declared as an industry, 
which makes it eligible for various incentives. 
A new regulatory framework will be evolved 
by the State. Bank and SECP for housing 
finance companies to encourage investment. 
The State Bank has added housing and 
construction to its list of priority sectors for 
credit. Commercial banks will be encouraged 
to float housing bonds of at least 10 years. The 
loan limit has been raised from 0.5 million 
to Rs.5 million and the loan period to 15 
years, Banks have been allowed to extend 
mortgage loans for up to 15 years with a debt 
equity ratio of 70:30. To manage interest rate 
tisk, the banks can also develop floating rate 
products for housing. The House Building 
Finance Corporation is being restructured 
to play a lead role in housing finance and to 


37. Khushal Pakistan Programme (KPP): This 





increase its annual disbursement from the 
present Rs. 1.2 billion to Rs.7 billion. Access 
to land will be improved and made affordable 
Provincial and local governments will identif } 
state and other lands to extend aunenits 
to the poor occupants on reasonable termi 
Katchi abadis are being regularized and seen 
as coping strategies for the poor, which need 
to be improved in terms of access to services 
rather than dirty slums to be cleared. 
35. Far reaching measures have also been taken 
to reduce the cost of inputs and finance for 
construction. Mark-up on housing loans of up 
to 25 per cent of income with a maximum of 
Rs. 50,000 has been made tax deductible. Duty 
on iron and steel and scrap has been reduced 
from 25 per cent to 10 per cent. Similarly, duty 
on scrap from ship-breaking industry has also 
been reduced to 10 per cent. The removal of 
tariff distortion in this case will revive ship- 
breaking industry and create employment 
opportunities. For construction machinery 
such as crane lorries and concrete mixers, 
import duty has been reduced from 90 per 
cent to 30 per cent and on graders and levelers 
from 25 per cent to 10 per cent. To reduce 
the production cost of cement, industry will 
be encouraged to shift to coal fired units. 
Duty on the import of requisite plant and 
equipment has been scaled down from 15-25 
per cent to 5 per cent. 


Direct Attack on Poverty 


36. Higher economic growth and highe! 


employment are the sustainable but longe! 
term means of poverty reduction, and the 
strategies for these have been discussed so fa! 
However, extreme poverty requires immediate 
alleviation as well to ensure basic survival. 
Three directed programmes, started already: 
will be continued/accelerated. These includé 
Khushal Pakistan Programme, Khushali Bank 
and the Zakat Rehabilitation Programm: 
The succeeding discussion relates to thes 
programmes. 


programme covering January 2000-Decemb«! 
2001 period initially has, due its visible” 
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contribution to poverty alleviation, been 

extended to the next 10 years with a total 

outlay of Rs. 100 billion. It has been launched 

with the main goal of increasing causal or 

temporary employment opportunities and 

providing essential infrastructure in the rural 

and low-income urban areas. This is to be 

achieved by building farm to market roads, 

rehabilitating water supply schemes, repairing 
existing schools, small rural roads,. streets, 
drains, and storm channels in villages. The 
KPP is also directed towards lining water- 
courses, desilting canals, and providing 
civic amenities. To restrict the benefits to 
the poor, the cost of the schemes has been 
deliberately kept low, ranging between Rs. 0.05 
million to Rs.5 million per scheme in rural 
areas and up to Rs.8 million in the urban 
areas. The management and implementation 
of the projects is in partnership with the 
communities, and will be linked to the new 
local governments established on 14 August 
2001. Khushal Pakistan funds are utilized 
purely for productive purposes and not 
allocated for administrative expenditures. 
A sum of Rs.11.5 billion spent so far has 
created 2 million temporary employment 
opportunities. The schemes included 2,055 
farm to market roads, 1,145 water supply 
schemes, 2,746 schools repaired and 118 
spurs, besides rural-based vocational training 
in computers. 


38, Khushali Bank: The poor rarely default but 


their access to credit is poor. Microfinance, 
as part of a services package, has a good 
track record of meeting the demands and 
needs of the poor at the grassroots level. In 
addition to the existing windows such as 
Pakistan Poverty Alleviation Fund (PPAF), 
Agricultural Development Bank of Pakistan 
(ADBP), First Women Bank, National Rural 
Support Programme (NRSP), the Government 
has established a new ‘Khushali Bank’ or 
‘Microfinance Bank’ for the provision of 
credit to the poorest of the poor. The Khushali 
Bank will also support NGOs and Rural 
Support Programmes (RSPs), which are 
already dealing with microcredit. The Bank 
started its operations from target areas in the 


less-developed districts of D.G. Khan and 
D.1. Khan where the community has taken 
the lead in identifying needs. It is now present 
in all provinces and will cover 30 districts by 
December 2001 to provide loans to 50,000 
households with a total credit of Rs. 500 
million. All districts will be covered within 
5 years with a client base of 0.6 million and 
credit of Rs.7.6 billion. 


39, The major goals of the Bank are poverty 


alleviation and improving the status of 
women through enhanced income generating 
activities. Women face discrimination in the 
provision of credit from the existing financial 
institutions; therefore, gender perspective is 
clearly incorporated in Khushali Bank. In its 
operations so far, one-third of the borrowers 
are women. Measures will be required to 
ensure that credit actually reaches women 
and does not end up with men. The Khushali 
Bank will promote the process of establishing 
such community organizations, as can sustain 
credit operations and promote saving habits 
among the poor. It will also support some 
small infrastructure projects which, on 
completion, will be subject to the levy of 
service charges and for which the community 
will provide appropriate guarantees. Benehts 
will accrue directly to the poor through 
income generation activities and improved 
infrastructure. So far, over 5,000 loans of 
Rs. 10,000 and Rs. 15,000 have been given, 
with encouraging poverty-alleviating impact 
and with no news of borrowers falling behind 
repayment schedules. The loan amounts can 
be from Rs. 3,000 to Rs. 30,000. Performance 
will be judged by the impact on poverty and 
not merely by the high recovery rates. 


40. To fully realize the promise of microcredit, 


a new law has been promulgated to allow 
the private sector to start initiatives like the 
Khushali bank. It provides a framework of 
operations under which licences will be given 
to financially and managerially sound private 
parties. 

41. Zakat Rehabilitation Programme: An 
effective intervention toward poverty 
alleviation is the Zakat System which provides 
help and assistance to primarily poor and 
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indigent men, women and children under 
various schemes, including Food Support 
Programme, individual financial assistance 
medical assistance, and educational stipends. 
A sum of Rs.3.5 billion was disbursed to 
around 2.5 million beneficiaries in 2000-01. 
An innovative beginning is being made to use 
Zakat funds to provide sustainable livelihood 
to the poorest of the poor. The Zakat Budget 
2000-01 provided Rs.2 billion for this 
purpose. With this allocation, about 270,000 
poor and deserving adults will be rehabilitated 
according to the criteria laid down by the 
Zakat Council. Rehabilitation of mustahigeen 
with Zakat assistance aims at enabling them to 
set up their own means of living through small 
trades, suitable to their qualification, skill 
and local conditions. The proposed package 
for rehabilitation is aimed at providing 
enhanced and adequate financial assistance 
between Rs.5,000 and Rs.25,000 from Zakat 
Fund to mustahiqeen who are willing and 
able to become self-supporting. The Central 
Zakat Council has approved the categories 
for rehabilitation grant to the mustahigeen. 
In order to implement the programme in a 
transparent manner, institutional support at 
local levels has been established, which will 


identify the mustahiqeen according to the laid 
down criteria. 


Financing Growth Through 
Pakistan’s Resources 


42. Financing growth increasingly by Pakistan's 
own resources is a crucial aim of the 
Perspective Plan. In effect, it means that 
investment should increasingly be financed 
by national savings. The achievement of this 
objective necessitates a strategic shift from 
the past when national savings, the major 
component of total savings, served as a 
residual of the equation. In general, higher 
rates of national savings have been associated 
with lower total investment, as it substituted 
for a decline in foreign savings and even this 
not entirely. It is pointless to have a higher 
rate of national saving financing lower rate 
of investment. All it means is lower growth. 
Investment must increase so that growth 


accelerates and national savings should kee 
increasing dynamically. " 
43. In 2000-01, the base year of the Perspective 
Plan, national savings rate was estimated as 
13.1 per cent of the GDP, which was also 
roughly the average for the nineties. The 
investment rate in the base year is 14.7 per 
cent compared to the average of the 18.1 
per cent in the nineties. Thus, at the same 
national saving rate, the investment rate differs 
significantly. The target for the medium-term 
therefore, is to increase the rate of national 
saving significantly from 13.1 per cent to 15.4 
per cent and at the same time increase the 
total investment rate from 14.7 per cent to 
16.5 per cent. In the process, foreign savings 
are projected to decline and not increase from 
1.6 per cent of the GDP to 1.1 per cent of the 
GDP. On the achievement of this medium- 
term target depends the success of the 
Perspective Plan which by its end envisages an 
investment rate of 20.6 per cent of GDP and 
restoration of the economy's potential GDP 
growth rate of 6,3 per cent to be financed by 
national Savings to the extent of 97 per cent 
i.€. a national savings rate of 20 per cent. 
The goal of financing growth increasingly by 
own resources would entail a marginal rate 
of saving of 30 per cent out of each extra 
rupee, only 70 paisas will be available for 
consumption. This is an enormous sacrifice, 
but one from which there is no escape. 

44. To improve savings rate, a wide-ranging 
strategy is proposed. Firstly, budgetary 
discipline should lead to revenue surplus, 
which would be used for financing public 
investments. Secondly, structural and 
policy reforms would enable the public 
corporations to generate savings to meet 
a part of their investment outlay. Thirdly, 
the Local Government 2000 Plan would 
generate additional resources not only for 
meeting their current expenditure but also 
the development expenditure on such items 45 
the purchase of durable goods, major repair 
and maintenance and construction works. 
Fourthly, the reforms and policy changes 
initiated by the government would encourage 
the corporate sector to channelize a larger 
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proportion of its earnings to new investments. 
Fifthly, the policy of ensuring positive returns 
on national savings schemes, introduction 
of attractive investment instruments by the 
public and private sectors including bonds, 
new pension funds and lower rate of inflation 
would encourage the household sector to 
enhance its savings. 
45. Financial Sector Reform: A number of steps 
have already been taken to raise the saving 
rate. These include the financial sector reform 
and capital market reform. The financial 
sector reform aims to institute an efficiently 
functioning, judiciously regulated financial 
system so that it meets the growing needs of the 
economy. The structure of the national saving 
schemes has been rationalized to ensure fair 
competition. New products will be introduced 
to meet the varying needs of depositors; the 
most important being a pension product. 
Further, Pakistan Investment Bonds are now 
regularly auctioned and provide a benchmark 
for national savings schemes as well as private 
securities. This new instrument meets the 
need of institutional investors to invest in 
government securities. Managements of the 
three nationalized commercial banks have 
been made professional and their eventual 
privatization will improve the financing of 
the private sector. Corporate and Industrial 
Restructuring Corporation (CIRC) has been 
set up to deal with non-performing loans. 57 
units have been taken over for privatization 
with a non-performing portfolio of Rs.8.7 
billion. The CIRC has already sold five units. 
New recovery and bankruptcy laws are 
being promulgated to streamline the dispute 
resolution mechanism in the financial sector. 
Last but not the least, Banking Ombudsman 
will redress the grievances of the banks’ 
clients. 

46. Capital Market Reform: Capital market is 
both a key to raising funds for investment 
as well as a profitable outlet for small savers. 
Ensuring the integrity of the market and 
promoting confidence of the investors 
contributes to higher demand and supply of 
savings. Towards this end, several measures 
have been initiated. Strong capabilities are 


being developed to gear up securities and 
Exchange Commission of Pakistan (SECP) 
to play an active role in the development 
of capital markets. A national clearing and 
settlement system has been made operational. 
T13 system where all transactions will be 
settled on the third day has been launched. 
A new code of conduct has been specified for 
stockbrokers. The requirement of net capital 
for brokers has been significantly raised and 
capital adequacy has been properly defined 
together with enhanced margin requirements. 
Rules against insider trading have been issued. 
Use of fund managers is being encouraged for 
the deployment of public sector funds, such 
as EOBI, in the capital market. Appropriate 
changes have been made in the regulation to 
allow sector specific mutual funds. Work is in 
hand to promote the growth of new products 
such as options, futures, and other derivatives 
that will provide the necessary means to hedge 
risk and deepen the stock market. Special 
rules are under preparation to promote 
private pension funds to encourage savings 
and to mobilize medium to long-term retail 
investment in equity markets. A framework 
for new pension products to be offered by 
non-bank financial institutions is also being 
designed by the SECP. In addition, the SECP is 
developing a framework for the promotion of 
venture capital business in the stock market. 
This will meet an important need for the 
development of the IT sector. 

47. Micro Savings: All microcredit initiatives 
being introduced for poverty alleviation 
and the encouragement of micro enterprises 
require community and individuals to 
undertake own savings before being eligible 
for credit. Thus, the Khushali Bank and other 
initiatives discussed earlier will inculcate the 
habit of savings at the grassroots level. 

48. Overseas Pakistanis: Remittances, if not 
leaked out of the system, can greatly contribute 
to raise the national saving rate. The State 
Bank is taking measures to break the nexus 
between smuggling and fiundi eventually to 
integrate the kerb market into the mainstream 
market by encouraging them to form exchange 
companies. Incentives for sending remittances 
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through the normal channels have been 
provided for those remitting 2,500 dollars per 
annum. Exclusive investment products will be 
designed and marketed by NIT for investment 
by Non-Resident Pakistanis (NRPs). Free to 
hold and manage their own foreign currenc 
deposits, banks will also be encouraged 34 
offer new products for the NRPs. Market 
for private pension funds will be developed 
and promoted for attracting investment from 
NRPs. A website will be developed to host 
the information about charities for the benefit 
of NRPs. NRPs remitting a minimum of 
US$10,000 will be entitled to avail the quota 
to be filled exclusively on merit to be recerved 
in all the public sector professional colleges 
and universities. Duty free import of items 
| of personal convenience worth US$1,200 
during a year will be allowed. There will be 
an allocation of up to 25 per cent for IPOs 
to be subscribed in foreign currency. The 
will be entitled to the ballot of choice anes 
in public housing schemes at attractive prices 
to be paid in foreign currencies, discount in 
the auctions of CIRC where payment will 
be made in foreign currency and special 
allocation of shares in privatization of state 
entities. Finally, to regain the confidence of 
overseas Pakistanis, an ordinance has been 
promulgated for the protection of foreign 
cy accou ibili 
iP fae “< satel e exclude any possibility 
49. Fiscal Incentives: An ordinance is bein 
issued to exempt bonafide remittances saat 
through the normal banking channels from 
all kind of taxes. Similarly, the salary income 
of Pakistanis seafarers working on foreign 
vessels and remitted through normal bankir 
channels will be exempted from income es 
To complement the regulatory framework 
being developed for pension funds, rebate 
will be allowed on investment in spprayed 
pension funds. Pension contribution to 
approved annuities of insurance companies 
up to 5 per cent of income and subject to 
maximum of Rs. 50,000 will be eligible for 
tax rebate. This incentive will also be available 
to the retirement products being introduced 
by non-bank financial institutions under the 





ne 


regulatory framework being developed b 
SECP. Not only that the growth of oevae 
pension funds will be encouraged, an attem 
will also be made to reform the aivernmnerk 
pension system by providing actuarial basis 


in the pension and commutation formula to 
make it sustainable. As insurance companies 
are crucial in capital market development 
dividend income earned by these companies 
will be-taxed at the same rate as applicable 
to other taxpayers. Leasing companies have 
been allowed first year depreciation allowance 
like other companies. The exemption allowed 
on capital gains has been extended for 
another three years. This will encourage 
new capital issues. Bonus shares issued by a 
company will not be treated as its income 
To encourage dividends payment without 
discouraging business expansion, listed 
companies distributing 40 per cent of after 
tax profits or 50 per cent of paid-up capital 
will be exempted from 10 per cent tax on 
excess reserves. The listing of new companies 
will be encouraged by making investment 
in new shares tax deductible up to 10 per 
cent of personal income with a Se cimurn of 
Rs. 1000 thousand. This concession will also 
be available on shares offered to general public 


when Privatization Commission privatizes a 
company. 


Improving Government's Income- 
Expenditure Configuration 


50. Ever since the introduction of Structural 


Adjustment Programme with the IMF in 
1988, reduction in fiscal deficit has been the 
most talked about objective and the most 
problematic target. There is no denying the 
fact that all governments have lived beyond 
their means, This is not to say that no attempt 
was made to reduce the deficit. At the start 
of the nineties, total government expenditure 
was 25.7 per cent of the GDP and total 
revenue was 16.9 per cent of GDP, resulting in 
a fiscal deficit of 8.8 per cent. At the end of the 
decade, fiscal deficit was reduced to 6.5 per 
cent. As there was no change in revenue the 
entire burden of adjustment of 2.3 percentage 
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points was borne by the expenditure side. 
Within the expenditure, the axe fell completely 
on development expenditure, as non-develop- 
ment expenditure actually increased. 

51. The Perspective Plan aims at improving the 


income-expenditure configuration of the 
government to contain domestic borrowing. 
It projects domestic debt to fall from 46.5 per 
cent of GDP to 27.1 per cent by 2010-2011. 
The materialization of this projection hinges on 
achieving an ambitious tax/GDP ratio of 19.9 
per cent compared with 13.5 per cent in the 
base year, together with prudent expenditure 
management. On the expenditure side, the 
government has begun to publish information 
on tax expenditures and contingent liabilities. 
Quarterly expenditure statements are Now 
published on a website and the proceedings 
of the Public Accounts Committee are 
open to public. This transparency will raise 
public awareness and pressure to contain 
debt and wastages. Audit and accounts 
have been separated. Defence expenditure 
is being kept flat and civil establishment 
expenditure is subjected to strict scrutiny. 
Fiscal hemorrhaging caused by losing public 
concerns, estimated at over 3 per cent of 
GDP, will have to come to an end by means of 
privatization. On the tax side, a large number 
of structural reforms have been undertaken 
to evolve an efficient tax machine. The survey 
and documentation exercise has yielded a 
massive database for effective tax assessment. 
Profiles of 0.6 million taxpayers, an increase 
of 7.4 per cent in the number of income 
taxpayers and 39 per cent in the number 
of sales taxpayers are among its important 
results. To maximize the benefits of the survey 
and documentation exercise, the CBR will 
be restructured to simplify tax processes, 
make intensive use of IT in assessment, 
minimize the contact between the collector 
and taxpayer, and improve conditions of 
service. A new income tax law will be 
introduced in conformity with the principles 
of equity, self-assessment and audit. In 
addition to proper expenditure management 
and improvements in tax structure, the 
Perspective Plan envisages legislative restraints 


eran o snc ramets tenes 28 


on the extent of government borrowing by 
promulgating a fiscal responsibility law. These 
measures are expected to scale down the fiscal 
deficit to 1.7 per cent by 2011. 


Containing External Borrowing 


52. From a balance of payments point of 


view, it is not enough to reduce the saving- 
investment gap to a manageable level. A 
significant proportion of savings must be 
converted into foreign exchange through 
exports by the private sector. Over the last 
many years Pakistans major problem has been 
its excessive dependence on foreign capital 
for financing its development programmes. 
This has led to the accumulation of foreign 
debt which has now become a burden on the 
economy, Total external debt stood at US$32.7 
billion on 30 June 2000, constituting 53.4 per 
cent of GDP. Debt servicing now consumes 
34 per cent of export earnings and 22 per 
cent of foreign exchange earnings. The main 
objective in the long run is, therefore, to 
reduce the external debt. The reduction will 
be achieved first by attaining surplus on the 
trade account by 2009-10 and reducing the 
deficit on the current account of the balance 
of payments to US$770 million in 2010-11. 
The deficit on the current account has been 
projected to decline from US$954 million 
(1.6 per cent of GDP) in 2000-01 to USS770 
million (0.6 per cent of GDP) in 2010-11. 
Another important step for reducing external 
debt is the mobilization of non-debt-creating 
resources such as direct foreign investment. 
With the settlement of disputes with the 
IPPs, completion of privatization process, 
implementation of liberal trade and balance 
of payments policies, better governance, and 
improved and law and order, it is hoped that 
direct foreign investment will start flowing 
in. It is thus expected that foreign investment 
will increase from extremely low levels at 
present to US$1.1 billion in 2010-11. With 
these developments, as a per cent of GDP, 
total foreign debt is expected to decline from 
57.1 per cent in 2000-01 to 30.6 per cent in 
2010~11. Debt servicing would also come 
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down from 5.4 per cent of GDP in 2000-01 
to 2.9 per cent in 2010-11. Besides, the 
foreign exchange reserves position will be 
strengthened. The reserves are projected to 
increase from US$2.3 billion in 2000-01 to 
US$9.9 billion in 2010-11. In recent years, 
reserves levels have become an important 
indicator of the macroeconomic health of an 
economy. Short-term debt to reserve ratio 
is the key indicator of solvency. Successful 
economies seek to keep their reserves level 
close to the size of imports. The Perspective 
Plan aims at realizing reserves equal to 23- 
week import by 2011. 


53. Trade projections for the Perspective Plan 


have been prepared in the light of the Trade 
Policy, 2001-02 and the emerging global 
trends in trade and the institutional setting 
defined by the World Trade Organization 
(WTO). The strategy is export-led growth; 
exports would lead growth not only in the 
external sector but also in the economy as a 
whole. To support this strategy exports would 
be diversified, exportable surplus generated, 
and efficiency and quality standards of the 
export sector increased. To boost exports, 
the trade regime would be rationalized and 
a policy of stable exchange rate pursued. 
Efforts would be made to take advantage of 
the new environment generated by WTO in 
liberalized trade in agricultural, textile and 
clothing sectors as well the newly opened 
are of services. Textile Vision and Leather 
Vision indicate the efforts being made in this 
direction. 


54. Apart from sector specific export promotion 


incentives, many enabling and facilitation 
measures have been announced in the Trade 
Policy, 2001-02. The enabling measures 
include revamping of Duty Drawback Scheme, 
establishment of Market Development Fund 
and revision of Export Finance Scheme. Under 
the new scheme, subsidy on export finance 
has been removed and a new export finance 
package introduced. The main elements of the 
package are establishment of an ‘Open Line’ of 
Credit by the State Bank of Pakistan, setting up 
Export Finance Guarantee Agency (PEFGA) 
in the private sector of Pakistan, establishment 


55. The large volume of external debt and its 


Competitiveness and Productivity 


56. Improvement in competitiveness bY 


of Foreign Currency Export Finance Facility 
(FCEF) and Political Risk Guarantee (PRG). 
The PEFGA will facilitate SMEs to access bank 
financing for working capital while FCEF 
will enable to exporters to meet their import 
requirements by borrowing in US dollars at 
LIBOR + 2 per cent. The repayments will 
be made from export proceeds. The PRG 
will convert Pakistan's triple C country risk 
into triple A_risk and will help keep Pakistan 
country limits open for international banks 
confirming eligible import L/Cs. 


servicing warrants a comprehensive debt 
management strategy. The strategy will include 
both medium and long-term measures. 
The medium term measures will focus 
on generating foreign exchange to service 
immediate debt payment obligations while 
long-term measures will focus on reducing 
addition to the magnitude of external debt. 
To earn and save foreign exchange to service 
debt obligations, exports will be increased and 
imports reduced. For reducing the volume 
of debt, reliance on debt creating sources 
of finance will be reduced and effective 
measures taken to attract other sources of 
finance such as direct foreign investment. 
Other elements of the strategy include the 
pursuance of prudent exchange rate policy, 
supportive monetary and fiscal policies and 
use of proceeds from privatization for debt 
retirement. The economy growing at a faster 
rate will generate savings and reduce saving: 
investment gap, hence relying on externa 
resources. 


promoting productivity, efficiency, and qualitY 
is a major objective of the Perspective Plai- 
A fast growing and dynamic agro-industti 

sector is a reflection of modernization 4? 

less volatile production structure and 4 
source of valuable exportable surplus. Besides 
acceleration in the pace of growth, thes¢ 
sectors will also need qualitative revampifé 


in order to achieve expansion in valu® 
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added sub-sectors, improvement in efficiency 
and productivity, and upgrading of quality. 
This will have to be accomplished through 
appropriate policies such as exchange rate, 
domestic input pricing and credit availability 
on the one hand, and setting up of close 
linkages between high value added production 
structure and training and HRD facilitation, 
on the other hand. 


57. Ina world of competition and competitiveness, 


no economy can afford to keep on generating 
growth exclusively from factor accumulation. 
A growing part of it must come through 
improvement in total factor productivity 
(TFP)—a manifestation of technical progress. 
Empirical evidence shows 20~50 per cent of 
GDP growth emanating from productivity 
gains in various countries. In Pakistan, TFP in 
the past has been negligible. In the Perspective 
Plan, at least half a percentage point GDP 
growth is required to originate from technical 
progress by the terminal year. 


58. Critical to the technical progress is integration 


and coordination between industrial sector 
technology needs and patterns of R&D, science 
and technology and technical education. 
Government agencies in collaboration with 
the private sector will have to take cognizance 
of the requisite integration. The basis of the 
assumed growth from technical progress rests 
on the new initiatives being planned in the 
areas of IT, S&T, R&D and high quality higher 
education. The big push planned in the field of 
IT is not merely to boost software exports, but 
more importantly to improve productivity and 
quality of production. This will be supported 
by a major effort in education and training, 
by public as well as private sector, to tilt the 
balance in favour of science, technology, 
business, and commerce. Small and medium 
enterprises will be facilitated to achieve fullest 
potential. Efforts in the initial years would 
be based on labour-intensive industries but 
gradually would move towards technology 
oriented industries through technological 
transformation and IT applications. The 
sector-wise specific measures include special 
focus on textile through Textile Vision 
2005, fisheries, leather and leather products, 


business incubators and development of 
engineering goods through engineering 
vision. 


Building the Human Capital Base 


59. The key sectorial interventions to build the 


human capital base for long-term self-reliant 
growth relate to education, health, nutrition, 
population and women development. The 
existing social sector programmes are 
inefficient in terms of resource usage for 
achieving objectives, ineffective in terms of 
producing a measurable impact on intended 
beneficiaries, and inequitable in terms of 
benefiting urban rather than rural areas. 
These problems are caused by a multiplicity of 
factors. Firstly, there is the failure to involve 
the local community in project design and 
implementation, resulting in high cost, poor 
maintenance, and poor targeting. Secondly, 
highly centralized administrative and financial 
system results in resource leakage and 
inadequate impact on intended beneficiaries 
and other stakeholders who have no voice 
in the use of funds and management of the 
programme. Thirdly, funds are insufficient and 
are irrationally used to meet the programme 
objectives: more is spent on brick and mortar 
and salary, less on service delivery and 
quality. Fourthly, there is lack of meritocracy 
and transparency in hiring, imprecise job 
descriptions for the staff and inadequate 
training. Last but not the least, a severe gender 
imbalance continues to persist. 


60. Education: Because of its established 


linkage with other social sectors as well as 
for its significance per se, Education For 
All has to be the centre-piece of human 
capital formation. The priorities include 
universal primary education for boys by 
2004, 78 per cent literacy by 2011, quality 
education and technical education and a skill 
development programme. To address the 
issue of low literacy and participation rates 
at primary/elementary level, the strategies 
adopted include adult literacy campaign and 
compulsory primary education ordinance. 
The literacy campaigns will be supervised by 


228 


61 


THE ECONOMY OF PAKISTAN 


a special task force spearheaded by expatriate 
Pakistanis. By 2004, 8,500 primary schools 
will be opened and 12,000 primary schools 
will be upgraded to elementary level. Low 
quality of education at all levels suffers from 
low standards of teachers. A major teacher 
training project will be launched. Curriculum 
and examination system improvements will be 
addressed through education testing service 
and the establishment of national education 
assessment system. It is planned to introduce 
technical/vocational stream in secondary 
schools, polytechnics at district and vocational 
institutions at tehsil level. Thus a number of 
technical education projects will be launched. 
40 polytechnics will be established by 2004 in 
addition to the existing 60 polytech covering 
80 districts. Evening shift will be started in 
30 polytechnics and technical streams will 
be initiated in 2,000 secondary schools. 
Participation of the private sector will be 
encouraged by grant and soft loan incentives 
to private partnership, and by offering 
public education buildings for upgrading the 
facility in the evenings. Education foundation 
projects and community participation projects 
will be the main instruments for this purpose. 
. Health: Health, nutrition, and population 
are second only to education in human 
development strategy. The goal is health 
care for all which is accessible, affordable 
and acceptable. The policy focus will be on 
continuous shift from curative to promotive 
and preventive services through primary 
health care. The priority targets for 2010-11 
include the reduction of infant and maternal 
mortality rates from 90 to 30 per 1,000 and 
400 to 180 per 100,000, incidence of low birth 
weight babies from 25 per cent to 12 per cent 
and population growth from 2.17 per cent to 
1.6 per cent. Other priorities relate to diseases 
of nutritional origin (anaemia, vitamin A, 
iodine deficiency), and awareness of a healthy 
lifestyle. 


62, The major problems in the health sector 


are: Inadequate primary and secondary 
health services, professional and managerial 
deficiencies, and high prevalence of com- 
municable diseases. The strategies to deal 


63. Nutrition: The basic nutrition gaps have 


64. Population Welfare: High population 


65. Women Development: The Perspective 


with these problems will include check on 
staff absenteeism, staff positioning, and 
availability of drugs/diagnostics. There will 
be one National Health Worker per village for 
community services and PHC Units, THO; 
DHQ will be consolidated for quality services, 
District health reform under devolution 
and village health committees will improve 
access and effectiveness, and ensure gender 
equality. Immunization coverage will be 
enhanced through EPI, DOTS, RBM, Hepatitis 
vaccination, and prevention and treatment of 
T.B., malaria, aids, hepatitis by safe blood 
transfusion and fully functional cold chain. 


been identified as malnutrition of infant/ 
child, women of child-bearing age and 
micro nutrient deficiencies. The strategies 
will focus on improvement of maternal 
nutrition, encouragement of mothers to feed 
babies with their own milk up to 6 months 
and then introduce complementary food 
security and micronutrient supplementation 
fortification and diversification. Among the 
major initiatives are women health projects, 
awareness campaign, national health workers 
programme, salt iodization, A-vitaminization 
of vegetable oil/fat and wheat flour with iron. 


growth will be checked by increasing the 
contraceptive prevalence rate from 30 pét 
cent to 43 per cent by 2010-11 to regulate 
fertility. A reproductive health package will 
be introduced. All health sector facilities will 
deliver family planning services. The 58,000 
community based workers of Health and 
Population Ministries will be merged. The 
government will encourage NGO/privale 
sector through incentives, 


Plan makes a serious effort to reflect gende! 
concerns in its overall strategy and sectoral 
programmes. The main issues in wome? 
development are the institutional mechanis™5 
for their advancement through empowerment! 
and human rights, legal issues and violenc® 
against women. Women and poverty is als? 
a serious issue. Strategies of the Perspectivé 
Plan comprise of development of a nation 
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policy for women, preparation of a strategic 
plan for women development, and setting 
up of a management information system, 
creation of a technical resource base in the 
women study centres, gender sensitization 
at Federal, Provincial, and District level and 
capacity building of women councilors. The 
programmes will involve policy formulation 
process in consultation with stakeholders, 
mainstreaming of gender and development in 
sectorial programmes and establishment of a 
data base for gender statistics. Development 
programme for family protection would 
include crisis centres, Darul-aman and shelters 
linked with legal aid, police centers, and family 
courts. Awareness through Mass Media will be 
intensified. Finally, economic empowerment 
of women will be enhanced through gender 
and poverty alleviation and skill development 
projects, and microfinancing through different 
windows. A monitoring and evaluation system 
will be set up. 


66. The Perspective Plan starts with the 


ratification by Government of Pakistan of the 
ILO convention 100 requiring member states 
to ensure equal wages for men and women for 
work of equal value. Job evaluation/appraisal 
schemes will be introduced as a follow-up. 


Social Capital and Governance 


67. Sustainable development requires the state, 


civil society and the private sector to work 
in cohesion for economic growth, human 
development, and an environment of peace 
and harmony. Towards this end, the reform 
agenda comprises political reforms/devolution 
of power, judicial reforms, restructuring of 
government bureaucracy, accountability and 
transparency, and the fostering of community 
participation. 


68. Devolution Plan: The Devolution Plan aims 


to devolve political power and decentralize 
administrative and financial authority to 
accountable local governments for good 
governance, effective delivery of services, 
and transparent decision making through 
institutionalized participation of the people 
at grassroots level. It includes the setting up 


of elected local government infrastructure at 

union, tehsil, towns, district, and city district 

levels, supportive administrative set up for 

effective delivery systems, better access to 

justice, and bridging the rural urban divide. 

The focal point of the devolution process 

is the creation of the District governments 

headed by a Mayor (District Nazim). These 

were established on 14 August 2001. The 

creation of Tehsil Municipal Administration 

(TMA) is of special significance. The TMA 

makes no distinction between a rural and an 

urban area in law. It is exclusively responsible, 
in the Common District, for planning, capital 
investments and operation and maintenance 
of spatial planning (land use and zoning), 
development facilitation and control (site 
development and building control), municipal 
services (water, sanitation, solid waste, 
roads, etc.). Its composition will include 
all present town committees, municipal 
committees, municipal corporations and 
provincial government department devolved 
to the TMA, Local Government and Rural 
Development Department, Public Health 
Engineering Department, and Housing and 
Physical Planning (apart from the nucleus 
for the District). In short, the TMA will be 
the new institution responsible for effective 
delivery of municipal services and control of 
land use and development, both for urban and 
rural areas. 


69. The Devolution Plan also envisages the 


formation of village and neigbhourhood 
councils, and citizen community boards for 
greater community involvement. 


70. Police Reforms: As identified by the National 


Reconstruction Bureau, police reforms aim 
at creating a new Police Act, 2001 to replace 
Police Act, 1861, and new Police Rules, 
2001 to replace those of 1934, formulation 
of amendments to existing criminal justice 
related legislation, organization of a politically 
neutral and democratically controlled police 
force, constitution of Public Safety Com- 
missions consisting of elected members and 
independent members from the public at 
national, provincial, and district levels to 
oversee the working of police. The working of 
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from the police, inclusion of service oriented 
functions of police, new efficiency and 
discipline rules applicable to all ranks of police 
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Perspective Plan 2001-2011—Goals, Targets, and Instrument Matrix Perspective Plan 2001-201 1—Goals, Targets, and Instrument Matrix (contd .. .) 
an MCE eee instruments to Accomplish 
' Targets Varlable Goals Goal, (Policy, Sectorial Focus, Targets Variable 
Aetoun) Reform) 
2001 2004 2011 2001 2004 2011 
oon al sa ae an Se eal sen - Rule of Law Civil service Reform, Judicial 20% 80% 70% - Signilicantly 
through Education: Health: Nutrition: Bie 34.5 + Per capita income in Relorm: Police Reform: Implementing mainstream the 
higher Science and Technology thousand Rs. Local Government devolution Retorms Le. 
(Constant prices) Education. implament current 
Capacity (S&T); deeper Information programme. 
Technalogy (IT) capacity and 2.17 1.82 1.6 ° Population growth 
infrastructure (connectivity); rate per annum - Enhance Crash Programme to develop S&! 116 215 1,015 + Number of scientists 
implement Energy Policy primarily Pakistan’s and engineers per 
based on natural gas and clean coal Scieniilic million population 
aes technology. Capability Concurrently, increased allocation to 0.2 0.4 1.2 + Propartion of GDP 
* Eliminate Food = Agriculture, water; salt/water 7 Darcuict a ras SY) Sa Caniec 
Poverty drainage, shared growth to reduce 30 25 15 unable to meet basic 
income inequality; Energy adequacy, food requirement * Human All of the above implemented 135 120 90 ° Rank on Human 
SUP a hs Development effectively and as a package. Development in the 
p aniicantly Education; Health; nutrition; S&T: IT 44 35 eee nie cinder 0 Wee ey eee 
Reduct Human Rura! infrastructure: shared growth to Index (per cent) 
Poverty (Basic reduce Income Inequality; social 63 64 69.2 + Life expectancy at 
Needs: safely net: old age pensions, micro- bisth (years) police will be in accordance with the annual of government legal services. Recovery laws 
aaah credit. 45 25 QO + Population without police plan approved by the Public Safety will be strengthened in the banking and 
: access to health Commission at all levels. It will be answerable financia! sector, a law to ensure transparent 
7 eee eee ee ee to the democratically elected Mayor (District privatization has been promulgated. A legal 
: te per cent Adult Education: 11 (Distance Education) 52 61 78; Adult ietaey ab ] Nazim) for law and order and traffic. The framework is also being provided to regulate 
praia 7 een : eee schools, and 39 47 67 + Female literacy rate reforms also aim at the constitution of information technology. 
College ° z pm pe , iad independent city police for capital cities and / 2. Restructuring Government Bureaucracy: 
Education ae pe oe eet separate city police for bigger cities, Criminal The goals here include improvement in image 
$$$ . | Justice Committee at the district level to particularly in tax collection, performance 
; ernie Mies Gane programme 39 35 20 + Matnutrition of ensure smooth working of the criminal justice orientation, management by objectives, 
for under 5 dormuniieseNiGOs = ne - sat under 5 (per cent) system and independent Police Complaint promotion of honesty and efficiency, realistic 
Children Using teacher parent links to a eae big) Authority to redress public grievances and salaries and service to the people (Citizens 
expand awareness. 400 300 ‘BD Maternal Mortality complaints against the police. Functional Charter). The strategies to achieve these goals 
Rate (per 100,000 reorganization of the police will be undertaken will focus on strengthening of institutions, 
live births) by separation of investigation and law and career management, training, promotion, 
25 20 12 Incidence of Low order branches of the police, constitution of introduction of modern management 
= eat babies independent prosecution service separate techniques and application of technology, 
per cen 


weeding out inefficient and corrupt govern- 
ment servants, rightsizing reforms, and 
realistic salary structures, 


laws: Enhancing Institutional capacity 
to monitor compliance and enforce. 
Or eee 
* Clean Alr for ten year Crash Programme of 50 40 20 
all Ciiizens Legislation and enforcement to 

control emission of SO2 No Pm10 in 

hot spots Natural gas and clean coal 

energy policy. 


* 


Water (per cent). 73. Accountability and Transparency: Better 
access to information, deregulation and de- 
centralization, effective monitoring systems, 
strengthening of existing anti-corruption 
agencies and strengthening legislative support 


for good business practices, speedy courts, 


service, grant of tenure to senior police officers 
as a safeguard against whimsical transfers, 
restructuring and upgrading of police station 
by making ASPs to head police station. 

71. Law Reforms: These will focus on judicial 
administration, economic laws reform, 





Population without 
Access to clean 
air (per cent) 





information systems, legal education and 
Profession, access to justice, and strengthening 


and good corporate governance will ensure 
accountability and transparency. 


232 THE ECONOMY OF PAKISTAN 


74. The outcomes expected from these reforms 
are political and economic stability, rule 
of law, efficiency of resource distribution, 
and maximization of returns, reduction in 
corruption, effective policy implementation 
and, most important, national confidence. In 
short, Pakistan will have moved a long way by 
the end of the Perspective Plan to institution- 
alize social capital conducive to sustainable 
development and better governance. The 
resulting climate will promote investment, 
growth and poverty reduction. 

75. The medium-term plan 2001-04 seeks to 
maintain economic stability by containing 
fiscal and current account deficits and 
inflation, revive growth, check the increasing 
unemployment and reduce poverty. At the end 
of the Perspective Plan period in 2010-11, the 
three-year rolling programmes are expected 
to lead to a growing economy and a stable 
and investor-friendly polity with improved 
socio-economic indictors and governance, 
looking forward to a relatively debt-free and 
prosperous future. Poverty will be halved and 
the human development status significantly 
improved (Annex). 


GLOBAL CORRUPTION 
AND PAKISTAN 


Constituents 


This section presents an introduction to 
Transparency International (TI) and Corruption 
Perceptions Index (CPI) for 2009, an analysis of 
CPI based on frequency tables selected categories 
namely: the least corrupt, moderately corrupt, 
moderately high corrupt, and the highest corrupt 
countries. Later Pakistan's position in CPI 2009 is 
presented along with the various suggestions. 


Transparency International 


Transparency International Secretariat is located in 
Berlin, Germany. TI was founded in 1993. It is a civil 
organization leading the fight against corruption 
globally. It has several chapters located throughout 
the world. Lot of information about Ti can be 
* accessed from its website: www.transparency.org. 


In November 2009, TI released the Corruption 
Perceptions Index (CPI) 2009 relating to 189 
countries. Every country in the world has 
anticorruption laws, regulations, rules, and 
institutions. Despite these, corruption exists 
in every country with varying degree. Various 
governmental agencies, international foundations 
and corporations fund TI. | 


Corruption and CPI 


Corruption is rampant throughout the world. The 
magnitude of corruption, however, varies from 
country to country. Empirical research shows that 
there are two causes of corruption: need and greed. 

Recently lust for money has added fuel to fire of 
corruption. Whereas needs can be met by reviewing 
pay packages, no package can take care of the greed 
and lust which are unquenchable. Perceptions of 
those who are corrupt are very different. They think 
that the amount they receive as graft does not fall 
within the domain of corruption. They consider the 
bribes as their legal entitlement. 

Their appetite to collect money through corrupt 
practices is to personal benefits and to the detriment 
of the society resulting in social destabilization. 
Further moral deterioration continues and the image 
of the country at home and abroad consequently 
continues to be tarnished. 

By and large, most of the ruling governments, 
backed up by bureaucracy and its other constituents, 
continue to harp on the theme that there is n° 
corruption and if it all exists, it is an international 
issue, 

Transparency International launched the first 
CPI in 1995. Subsequently, TI has been releasing 
CPI on an annual basis. The latest one released by 
TI is CPI 2009. 


Corruption Perceptions Index 


CPI is composite index that draws a multiple expe! y 


opinion surveys, that consists of poll perceptio®® 
of perception of corruption. CPI 2009 covers 18 
countries. It scores countries on a scale from 2¢ 
to ten, Zero indicates the highest level of perceiv 
corruption and ten indicates the lowest level % 
perceived corruption, 
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CPI 2009 


CPI 2009 score relates to perceptions of the degree 
of corruption as seen by business people, academic 
and risk analysts, and ranges between ten (highly 
clean) and zero (highly corrupt). Several surveys 
are used from independent institutions and at 
least three surveys are required for a country to be 
included in the CPI. A survey refers to the number 
of surveys that assesses country’s performance. 

CPI, which is a poll of polls, the minimum 
number of surveys carried out are three and the 
niaximum are ten. In.2001, the survey was restricted 
to 91 countries and in 2002, this number was 102. 

This number was 133 in 2003. In 2006, total 
number of countries covered was 163. In 2009, 
the total number of countries covered was 180. 
Research methodology included using a rating scale 
from 0 to 10. The higher the scale, the lesser is the 
perception about corruption. Inversely the lower the 
scale, the higher is the perception about the level of 
corruption. Based on research of the data released 
by Tl, our major findings are as under: 

1, New Zealand was the least corrupt country in 
the world. It obtained 9.4 out of 10. 

2. Five countries got nine or above nine out 
of ten. These included New Zealand, Denmark, 
Singapore, Sweden, and Switzerland. 

3. Sixty-six (66) countries out of 180 obtained a 
score of less than 5.9. 

4, Ninety-two (92) countries obtained less than 
two out of ten and were consequently in higher 
corrupt nation bracket. Unfortunately, this number 
has registered an increase based on CPI 2009. 

5. Myanmar, Afghanistan, and Somalia were 
declared to have the highest CPI in 2009 with 1.4, 
1.3, and 1.00 respectively. 

The calculated average for 2009 is 4.02 and 
Pakistan's CPI is 2.40 out of 10.00. 

The range is 8.3, which is 51 per cent of average. 
This shows high degree of heterogeneity in on global 
‘Dasis, 

6. Out of total 180 countries, Table 10.20 gives 


the Position of 30 countries in four blocks. The 


ata indicate categories of countries where the 
“Srruption is the least, moderate, moderately high, 
and the highest. We prepared these blocks to reflect 
Our major segments relating to corruption levels on 
Blobal basis. 


Pakistan’s Position 


CPI for the year 1999 ranked Pakistan at no. 3 in 
the lowest part of table—a highly corrupt nation 
by TI's CPI 1999 index. The situation marginally 
improved as TI's CPI 2000 ranked Pakistan at no. 
5. The situation further improved to a rank of 12 
based on TI’s CPI for 2001. The situation greatly 
improved in TI's CP! for 2002 when Pakistan was 
ranked as 77. Based on data released by TI through 
CPI 2006, Pakistan ranked 147 out of 163 with 2.2 
score against average of 4.23 out of 10 for 2006. 

In CPI 2008, Pakistan ranked as 134 out of 180 
countries with an average 2.5 out of 10.00. In CPI 
2009, Pakistan was assigned 139 out of 180. This is 
a wakeup call for all of us. 

On 16 November 2009, CP! 2009 gave Pakistan 
139th position out of a total number of 180 countries 
of the world for which CPI exercise was conducted 
by Transparency International. The higher the rank, 
the greater is the level of corruption as perceived by 
TI. 

Pakistan still is below the average and has to 
go a long way to reduce the extent of corruption. 
When CPI 2009 was released a federal minister 
rejected the result as baseless. However, the Prime 
Minister set up a committee under the chairmanship 
of the Federal Finance Minister to examine the 
issue and suggest ways and means to identify the 
issues relating to corruption in Pakistan and reduce 
it, if not eliminate it. This is a tacit approval of 
the acceptance of the existence of corruption in 
Pakistan. 

No wonder, CPI entitled Pakistan an index of 
2.4, indicating a high level of CPI. This has been 
correctly addressed by the democratic setup. Our 
approach should be to steadily move towards lesser 
corruption. 

All the stakeholders must contribute towards 
the noble cause of reducing corruption through 
transparency, moral rearmament, contentment, and 
enforcement of law through a crackdown to nab the 
corrupt segments irrespective of their status. 

The job should be initiated on priority basis and 
all institutions including National Accountability 
Bureau and high-level courts should play their 
productive role to uproot the corruption from the 
society. The earlier this is done the better. 


a mr 
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Recommendations 


Based on recommendations of TI and our viewpoint, 
some suggestions for reducing corruption for 
implementation are promotion and, where necessary, 
adoption of anticorruption-specific codes of conduct 
by professional associations for their members: 
for instance, the International Bar Association, 
International Compliance Association, and pro- 
fessional associations for accountants; professional 
training to ensure that honest intermediaries better 
understand their role; legal or professional sanctions 
for legal, financial, and accounting professionals that 
enable to reduce corruption; greater scrutiny of the 
role of insufficiently transparent financial centres in 
facilitating corrupt transactions; and accountability 
at all levels ensured through sound and transparent 
institutionalized approach. 


Table 10.19 The least corrupt, moderately corrupt, 
moderately highty corrupt, and the highes; 


corrupt countries 





17 


Agriculture Se 


GOVERNMENT’S ROLE IN 
AGRICULTURAL DEVELOPMENT 


In Chapter 3, the growth in agriculture is given 
as the result of active government policy to 
encourage the spread of technological change. The 
government's policy has been to achieve growth by 
allowing farmers to take their own investment and 
cropping decisions in response to price signals for 


Country Scale (Maximum 19) 
Block-i: Least corrupt countries 
1. New Zealand 9.4 
2. Denmark 9.3 
3. Singapore 9.2 
4. Sweden 9,2 
5. Switzerland 9.0 
6. Netherlands 6.9 
7. Australia 8.7 
8. Canada 8.7 
9. leeland . 8.7 
Biock-ll: Moderately corrupt countries 
1. Dominica 5.9 
2. Portugal 5.8 
3. Puerto Rico 5.8 
4. Botswana 5.6 
3. Taiwan 5.6 
6. Brunei Dar-es-Salaam 55 
7. Oman 5.5 
8. South Korea 5.5 


Block-ill: Moderately highly corrupt countries 


T. Albania 3.2 
2. Vanuatu 3.2 
3. Liberia 3.1 
4. Sri Lanka 3.1 
5. Bosnia and Herzegovina 3.0 
6. Dominican Republic 3.0 
7. Jamaica 3.0 
Siock-lV: Highly corrupt countries 
1. Chad 1.6 
2. traq 1.5 
3. Sudan 1.5 
4. Myanmar 1.4 
3. Afghanistan 1,3 
5. Somalia 1.1 


inputs and outputs triggered off by the government. 

Thus, the government has been active in setting 

procurement prices for the main crops, i.e. wheat, 

cotton, and sugarcane and the price of inputs such 

as fertilizer and irrigation water. The government 
__ is also the major trader for wheat, rice, and cotton 
| and is responsible for providing the socio-economic 
infrastructure such as the construction and 
Maintenance of dams, canals, electricity generation, 
and rural roads network. Thus, the government's 
Policy for agriculture is elaborate and complex and 
greatly influences the returns on farming. 


ctor Policies 


AGRICULTURAL POLICY 


Uptil 1960, there was no formal agricultural 
policy. The economic ideology of the time was to 
industrialize and use the agricultural sector to extract 
maximum surplus to achieve that objective. The 
result was poor intake, poor yields, and terms of trade 
went against agriculture, Thus, within a period of ten 
years, Pakistan became a net importer of agricultural 
commodities, including food, from being a net 
exporter in the late 1960s. In the 1980s, agriculture 
once again became a priority area and within a short 
period of time responded to the government's policy 
by a radical change in its structure. The government's 
agriculture policies can be classified as: 
1. Land reforms 

. Green Revolution 
. Mechanization of agriculture in Pakistan 
Development of commercial agriculture 
. Agriculture price policies and economic 

incentives. 


nob wh 


Table 11.1 presents a schematic presentation of land- 
tenure systems 


| Table 11,1. A Schematic Presentation of Land-tenure Systems 





j Individual! individual 
¥ Property Rights Property Rights 
| Not well-defined Well-defined 
; | 
yt 
| Communa! Private Socialized 
| or Tribal (Individual) (Collective) 
Feudal Peasant Capitalist 
(Landlord-tenant) (Owner-operated) (Wage-labour) 


Assignment of Property Rights 


| 












236 THE ECONOMY OF PAKISTAN 


LAND REFORMS 


The systems of agricultural landownership and 
tenure are both diverse and complex. To simplify, 
a broad distinction is made between traditional 
and modern systems.' Under traditional systems 
the ownership of land may be either communal 
or private. Under communal or tribal ownership 
farmers have individual rights of cultivation, 
but not necessarily exclusive use of the land. For 
example, grazing rights are often held in common. 
Under private ownership, the rights of ownership 
and cultivation may either be exercised by the 
same person (the owner-farmer) or separately by 
landlords ‘and tenants, 

In the traditional mode, the landlord-tenant 
system has generally been feudal with tenants paying 
and landlords receiving rent in the form of either a 
share of crop or labour services, Traditional systems 
of commercial ownership, i.e. feudal landlord- 
tenant systems is still prevalent in many parts of 
Latin America and South Asia, including Pakistan. 

Under the modern systems of landownership, 
the dichotomy is between capitalism and socialism. 
In the capitalist model landownership is private, 
with landowners exercising the option of either 
farming the land themselves or letting it to a tenant, 
although the responsibility for cultivation is often 
given to cooperative groups or collectives. The 
collective farmers are required to meet production 
norms and delivery quotas set by the state. 

In the less developed countries (LDCs), like 
Pakistan, many gradations exist between traditional 
and modern modes of ownership and tenure. The 
use of the term ‘land reforms’ most commonly 
refers to the redistribution of landownership from 
traditional or feudal landlord to their previous 
tenants or wage labourers. In principle, the meaning 
of land reforms can be extended to cover any 
socially beneficial change in a country’s system 
of agricultural landownership or tenure arrange- 
ments. For example, under some circumstances 
the change from a primitive system of communal 
or tribal landownership to advanced communal or 
even private ownership might yield a substantial 
social gain in terms of a more intensive use of the 


Le 
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land and a larger market of food surplus. However 
land reforms relate mainly to the redistribution of 
privately owned land. 


Definition 


Land reforms mean the measures designed to 
readjust the rights, obligations and arrangements 
connected with the ownership of land with a view 
to greater productivity, higher living standards, 
improved social status, and opportunities for those 
engaged in cultivation. 

A definition of what specifically constitutes 
land reforms depends on the given social context. 
Firstly, there is the question of the right to own 
land privately or collectively. Secondly, there is 
the size of the production unit or farm. There is 
also the issue of dividing the surplus between the 
landlord and the cultivator, if they are not the 
same person. The property and tenure relations in 
a socialized (collectivized) land system are simple 
and straightforward, although the intended farm 
differences in the unit of cultivation can differ 
widely. The concept of a socialized land-tenure is 
consistent with Marxis view of private property in 
the means of production (e.g. land) and its impact 
on the creation and appropriation of surplus value. 
Reform of the existing land-tenure system for 
establishing a socialized system of landownership 
has not been effected outside the communist 
countries, 

The argument for land reforms in Pakistan 
can be reinforced by the experience of other 
countries in which a peasant-proprietor system 
has been strengthened by redistributing land 
from large landowners (landlords) to the landless 
tenants and small landowners. In view of the 
administrative problems entailed in creating 
an appropriate structure of the property rights 
of the tenants, arguments have been made te 
abolish the sharecropping tenancy altogether. The 
landlord would have no right on the lands his 
tenants have cultivated, but he could retain thé 
self-cultivated (Ahtid-kasht) portion of his holding 
subject to a very low ceiling. To ensure efficient 
implementation, the land reforms programme ha 

been premised on the principle of paying adequate 







compensation to the landlord and imposing a levy 
on the new landowners. Attempts have also been 
made to regulate a fixed-rent tenancy, with long- 
term leases and support for the tenant through the 
credit institutions. 


Justification 


The following arguments can be considered for 
justification of land reforms: . 

(1) Promote equality and justice 

(2) Provide employment 

(3) Redistribute national income 

(4) Stop rural-urban migration 

(5) Increase productivity 

(6) Better the lot of small farmers 

(7) Improve the social status of cultivators 

(8) Increased economic development is shared 

by a larger number people 
(9) Eliminate large estates. 


Land Reforms in Pakistan 


Historically, former East Pakistan was considerably 
ahead of West Pakistan in the field of land 
reforms. Based on the recommendations of the 
Land Revenue Commission (1940) and the Bengal 
Administrative Enquiry Committee (1944), the 
Bengal Estate Acquisition and Tenancy Act (1950) 
embodied a number of radical changes in the land- 
ownership and tenure system. All the subtenancies 
and sublettings were prohibited, rent receiving 
interest between the cultivating tenants and the 
state was abolished, a ceiling of 33 acres was fixed 
for self-cultivation, and tenants were given full 
uccupancy rights including the right of transfer. 
Land Reforms before 1959: The earliest efforts 
in the Land Reforms in West Pakistan dealt mainly 
with the regulation of tenancy conditions. The 
Muslim League Agrarian Reforms Committee 
(1949) suggested making occupancy tenants full- 
fledged owners, providing security of tenure to 
tenants-at-will, reducing rents payable by tenants 
and abolishing illegal exactions imposed on tenants 
by landlords. A tenant could be ejected only if he 
Was not cultivating the land according to the specific 
Or customary terms of his tenancy or if he did not 
Pay the rent punctually. Areas up to 25 acres, under 
Self-cultivation by an owner, were excluded from 
the scope of the law. The share of the landlords in 
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batai was fixed at 40 per cent. Occupancy tenants 
were given proprietary rights without compensation 
to the landlords where no rent was being paid and 
with compensation where rent was being paid. The 
law also reduced the burden of government dues on 
the tenants. It was laid down that the tenants shall 
be liable for the payment of government dues on the 
same basis at the batai. 

The Punjab Muslim League Agrarian Reforms 
Committee (1949) suggested the ceiling of 150 acres 
of irrigated, 300 acres of semi irrigated and 450 
acres of unirrigated land. However, no action was 
taken in this direction prior to 1959. 

Land Reforms in 1959: In the Land Reform 
programme of 1959, all occupancy tenants were 
made landowners. Ejectment of tenants was allowed 
only ifa tenant failed to pay rent, or if the land was 
rendered unfit for further cultivation, or if a tenant 
refused to cultivate or sublet. It also provided that 
as long as a tenant was cultivating some land, he 
could not be ejected from the house given by the 
landlord. In a case of ejectment, a tenant was to be 
compensated and also for any land improvements 
done by him. 

There are three main types of jagirdars: 

(a) Jagirdars who were recipients of assignments 
of land revenues only with no interest in the 
land whatsoever; . 
Jagirdars who had been given assignments 
of land revenues and were also granted 
mukhadimi rights without any payment; 
Jagirdars who were recipients of assign- 
ments of land revenues and who acquired 
mukhadimi rights after payment. 


(b) 


(c) 


In the 1959 Land Reforms, all these types of jagirs 
were abolished. fagirs belonging to category (a) 
were abolished without any compensation. In the 
case of category (b), the jagirdar-mukhadims were 
allowed to retain the permissible area and any 
excess lands were resumed with no compensation. 
With regard to category (c), the jagirdar-mukhadim 
was compensated for any excess lands surrendered 
by him. Mukhadims, who were not jagirdars, were 
also allowed to retain permissible areas and paid _ 
compensation for lands surrendered by them. 

The ceiling on landownership was set at 500 
acres of irrigated or 1,000 acres of unirrigated land 
or 36,000 Product Index Units (PIU), whichever is 
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more. In addition, a landowner could retain up to 
150 acres of orchards, if it was in blocks of not less 
than 10 acres each and could transfer to his heirs the 
equivalent of 18,000 PIUs unless he had not already 
done so between 14 August 1947 to 8 October 1958. 
Owners of existing stud and livestock farms and 
shikargahs were allowed to retain such additional 
areas as the government considered necessary, 
The landlord could also give 6,000 PIUs to his 
dependent female relations. 

The Land Reforms of 1959 provided that 
consolidation could be undertaken on the initiative 
of the Board of Revenue or if any two or more 
landlords in an estate, or subdivision of estate, 
together holding not less than the minimum area 
of land prescribed in this behalf, applied for it. 
The new laws also applied to evacuee lands where 
fragmentation had assumed serious proportions. 
Provision was also made to associate the 
representatives of landowners in the consolidation 
process. 

Land Reforms in 1972: During the 1972 LRs, 
provisions were made for the protection of the 
rights of tenants and improving their share of 
income generated from the land. The grounds for 
ejectment of a tenant were restricted to only one 
factor, i.e. failure to pay rent. The water rate and 
the cost of seeds were to be borne entirely by the 
landlord. The cost of fertilizers and pesticides was to 
be shared equally. Land revenue and other charges 

were to be paid by the landlord as in the past. 
Levy of any cess and begaar was banned. Another 
important concession given to the tenant was his 
right to pre-emption, in case the land under his 
cultivation was being sold by the owner. 

The Land Reforms of 1972 further reduced the 
ceiling on landownership to 150 acres unirrigated 
or 12,000 PIUs, whichever is more. No exemptions 
were allowed for the retention of orchards, stud or 
livestock farms, and shikargahs. The only exemption 
was for owners of tractors and tube-wells (of not less 
than 10 HP) who could retain an additional 2,000 
PIs. Thus, all exemptions and concessions given 
under the 1959 Land Reforms were withdrawn, 
except for recognized educational institutions. All 
land transfers after 20 December 197} by way of 
gifts etc. were declared void. In addition, all lands 
in the Pat Feeder area of Balochistan were resumed 
and similarly, land over 100 acres acquired by a 


government servant, during his tenure of office or 
within two years of his retirement, was also taken 


over. 


No compensation was paid for the land resumed, 
These lands were distributed free of cost among the 
tillers, Any balance of instalments being paid by 
owners who obtained land under the 1959 Reforms 


was also waived. 


Land Reforms: Failure or Success 


Land reforms. were basically introduced in two 


ways: 
(i) Tenancy regulation 
(ii) The ceiling on landownership 


The tenancy regulations: Laws that were formulated 
left too many loopholes which were fully exploited. 
Faulty and incomplete revenue records also made 


it difficult to implement land reforms. The reform 
effort made the tenants more conscious of their 
plight and more determined to seek their full rights, 
and this led to tension between the landlords and 
tenants. The only positive aspect of the reforms 
was that occupancy tenants became full-fledged 
landowners, even though they were only a small 
part of the total number of tenants. However, the 
final outcome of tenancy regulation measures was 
dependent upon the ability of the tenants and the 
rural masses at large to organize themselves and 
create an atmosphere in which the landlords could 
be made aware of the rights of tenants as provided 
by law. But unfortunately, all this did not happen. 
Even though the ejectment rate had declined after 
the reforms, the landlords still continued to eject 

the tenants. Furthermore, the landlords used their 

influence with the bureaucracy and registered the 

land cultivated by tenants as self-cultivated through 
hired labour. This allowed the landlord to reduce 
the status of the tenant to almost that of a tenant 
who has virtually no protective rights as given in 
the more recent legislation. 

Ceiling on landownership: The land reforms in 
the 1970s were a step forward from the viewpoint of 
distributive efficiency. There was general agreement 
that the ceiling fixed in 1959 was too high and the 
exemptions granted too generous. By 1977, land 
ceiling had been reduced by 80 per cent. Moreover, 
no compensation was paid in the 1970s from land 





esumed. The land was given to small peasants a 
tenants free of cost. It is generally found a 7 
land reforms with compensation are carried oa 
they tend to become little more than an epis re 
redistribution of wealth. This is because - 
transfer of ownership in such a case does 7 rai 
the position of the farmers financially as t °Y ar 

burdened with the obligation of paying over long 
periods for the land. 


Furthermore, no attempt was made to organize 


the farming community into any national or ee 
organization nor was there a social aie ‘ 
implementation of land reforms. eee re we 
organizations are conspicuous by their absence 
Pakistan. As a result, the entire task of implementing 
land reforms was left to the bureaucracy. re 
the judicial and semi-judicial work _ a 
by bureaucracy that was concerned wit i 
administration in the provinces. It was, therefore, 


to be expected that there were cases of sechge ies: 
of records and attempts to escape the impact of lan 
oe the landowners had a choice in aa 
retention of areas within the ceiling, the surrendere 
areas turned out to be far less utilizable than 
expected. Land not utilizable comprised over 20 per 
cent of the land resumed under the 1959 oes 
and over 16 per cent of the land resumed under the 
orms. 
Caen given to the tenants in the ae 
of the first right of pre-emption in the sale o 
land by the landlord was meant to provide a new 
forum through which the tenants could become 
landowners. In practice, this objective has not been 
achieved because most tenants use it for securing 
hush money to allow sale to genuine iepeneels 
Some of the new owners of resumed land, thoug 
not allowed to sell for 25 years, are indulging in 
future sales and either continue to be landless 
or shift to urban areas. 
Gene It is evident that the supgestel 
steps in Land Reforms were in eter ae 
their objectives of social justice, the need toc ange 
the oppressive and iniquitous agrarian struc ae 
increase in production, laying down foundation o : 
relationship of honour, and mutual benefit betwee 
landlords and tenants. There also existed certain 
hindrances in the way of their implementation = 
rendering the land reforms a partial failure. Ha 
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the governments implemented these steps with a 
political will only then would the desired objectives 
have been achieved. In conclusion, the land ine 
programme was conceptually sound but faile 
because of poor implementation. 


Inferences from Land Reform Policy 


1. The motives for land reform, as seen by 
its beneficiaries, derive primarily from the 
social and political aspirations of the ae 
population. Farmers may have to be educate 
to see land reform as a means of improving 

ir productivity and incomes. 

2. fa natal benefits of land reform oa! 
on much more than the mere redistribution oO 
landownership. A complete agrarian reform 
is needed entailing redistribution plus a 
complete package of supporting ancillary 

ices. | 

3. Although the possible economic oe 
of land reform include a larger agricultura 
output and higher farm income, pata 
with a great marketed surplus of agricultura 
products, the realization of these benefits in 

practice depends upon numerous factors, 
including the form and content of aman 
policies, Due to its disruptive character, lan 
reform is virtually bound to result in some 
short-term loss of agricultural output. | 
4, The empirical evidence on the gaa 
benefits of land reform reveals a mixture 0 
successes and failures. A general failing i 
virtually all reforms is that very few of the 
benefits have reached very small-scale farmers 
andless labourers. 

5. gee populated countries, the agri- 
cultural area released by land reform may be 
insufficient to provide adequate-sized farms 
for all rural families; that is, rural unemploy- 
ment and poverty cannot be eliminated by 
land reforms alone. .; 

6. Cooperative farming and tenancy reforms 
offer alternative and possibly cheaper maaan 
approaches to raising agricultural output an 
incomes than conventional land reforms. But 
these alternatives fail to satisfy other goals 
such as the redistribution of private wealth 
and the realignment of political power. 
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7, Strong government direction and leadership 
are needed to enact land reform legislation, 
ensure its implementation and provide its 
beneficiaries with adequate incentives and 
ancillary services to induce higher investment, 
output and farm income as well as a larger 
marketed surplus of agricultural products. 


From the above points, it can be concluded that 
land reforms by themselves are insufficient to 
achieve agricultural development. There is a need 
for more elaborate agricultural reforms. 

The government must balance the reduction 
of political and economic constraints facing the 
tenants and small farmers. A successful land reform 
programme in Pakistan must satisfy the following 
basic requirements: 

1. Large land concentration must be capped. 
The best way to do so is to define the ceiling 
on land holdings is on the basis of individual 
and family holdings for the purpose of 
ownership and cultivation. Moreover, the 
greater productivity of land with introduction 
of modern methods requires a lower ceiling 
than that traditionally proposed in the 
previous land reforms. Under the present 
condition, the average ceiling on individual 
or family holdings should not exceed 25 acres. 
However, individual or family holdings may 
differ from this average depending upon the 
quality of land and various other reasons. 

This proposal of low ceiling on land- 
ownership will help to raise the standard of 
living of farmers and reduce the imbalance 
between the landlords and their tenants. 

2. The ceiling legislation should be for all 
agricultural land. No one should be allowed 
to own land more than the prescribed ceiling 
either by inheritance or any other means. 

3. Market forces should be allowed to determine 
the size of landholdings. The basic objective 
of the policymakers should be to help 
consolidate the fragmented holdings by 
providing financial support to small farmers. 

4. The former large landholders should be 
compensated because if there is no com- 
pensation, it will create resistance to land 


2. Nawab Haider Naqvi, et al., op. cit. 





reforms. However, the compensation rate May 
be fixed and paid over a number of years to 
encourage investment in other alternatives 
with higher returns. 

5. The size of the resumed land allotted to 
various tenants should be determined by the 
number of persons getting advantage and the 
area of the resumed land. Some of the land 
may be given to landless agricultural workers 
so that-they can meet their needs for housing. 
The tenants may be required to pay a nominal 
charge for the transferred land. They should 
be provided with a support system by the 
state. 

6. The land reform administration can comput- 
erize records for accuracy on rights of owner- 
ship and tenure. It should be helped by the 
following three institutions: 

(a) The Provincial Land Commission 
personnel; 

(b) Mobile Revenue Courts independent of 
land commission; and 

(c) Watchdog Local Committees of the direct 
representatives of landlords and tenants 
in proportion of their population. 


THE GREEN REVOLUTION (GR) 


The Green Revolution (GR) means the introduction 
of new technology in the agriculture sector. This 
revolution started with scientific and technological 
breakthrough in the form of inputs like high yielding 
varieties of seed (HYV), fertilizers, pesticides and 
water and it was accompanied by a greater spread 
of agricultural mechanization mainly in terms of 
tube-wells and tractors, Seed-fertilizer-water and 
tractor are the core of the GR of which the HYV5 
of wheat and rice are the most prominent. The fact 
that new HYVs are not sensitive to differences in 
day-length makes them adaptable to a wide range 
of conditions and thereby increases the possibility 
of wide adoption in many parts of the world. 

In Pakistan, the GR period can be divided 
into two sub-periods with regard to the use of 
these inputs. During 1960-64, an increased watel 
availability due to a greater supply of surface 
water and, more importantly, to an expansion 








in tube-well installations, mostly in the private 


sector, was the cutting edge of development. 


But in the second phase, ie. 1964-69, HYVs of 
seeds, fertilizers, pesticides, farm mechanization, 
and continued increases of supplementary water 
contributed to the agricultural breakthrough. ‘The 
iiberal subsidization of inputs and higher price 
sncentives provided the needed motivation, in the 
form of higher profitability, for the adoption of 
the new technology package by the farmers. The 
result of these economic means and technological 
improvements was that while the agricultural sector 
had experienced a growth rate of only 1.8 per cent 
per annum during the First Five Year Plan period, 
the average annual growth rate jumped to 3.8 per 
cent during the Second Five Year Plan and to 6 per 
cent during the Third Five Year Plan period. The 
peak growth of 11 per cent was registered in the 
year 1967-68. 

Agricultural process slowed down again in the 
1970s. The average annual compound growth rate 
of agricultural fell from 7.5 per cent during 1966-70 
to 1.9 per cent during 1970-80. The reasons for this 
‘slow-down’ were many. The GR came riding in on 
a wave of significant increase in public expenditure 
on (productive and consumptive) subsidies which 
pushed forward the initial stage of the breakthrough. 
But the development of support services, especially 
agricultural extension, research, education, and 
training, had been almost totally neglected. Despite 
greater availability of key inputs like fertilizers, 
HYVs of seeds, and water, the agricultural sector 

an to experience diminishing returns since enough 
attention had not been paid to their efficient use. 


Impacts of Green Revolution 


The Green Revolution had an impact on various 
Aspects of farming including the agrarian relations 
Of production and exchange. We shall, however, 
Pay attention to the following aspects in particular: 

(a) Impact on agricultural production 

(b) Impact on employment 

(c) Impact on income distribution 


Impact on Agriculture Production: 
Undoubtedly, the countries where the GR has taken 
Place, were originally importers of large quantities 
of food-grain. Whatever amount of food these 


_ “Suntries produced, it was produced at a high cost. 
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The HYVs have made a large contribution to the 
total agricultural output of these countries. 

In the early part of the 1960s, new varieties of 
wheat were taken up by Mexican growers who 
planted on 90 per cent of the country’s wheat land, 
doubling the average yield per acre in comparison 
to the traditional varieties of wheat. Multiple 
cropping patterns have been possible due to HYVs 
because these varieties mature early and therefore, 
their growing season can be shortened by almost 
one-third. 

The Mexican wheat varieties were introduced 
in Pakistan in 1965. By 1971, 3 million or about 
50 per cent of the area under wheat were planted 
the new HYVs. The area planted to HYVs of wheat 
and rice rose from zero in 1965-66 to 43.9 million 
in 1976-77, with slowing down in 1973-75 due to 
fertilizer shortage. 

Pakistan raised its total output of wheat from 
4.5 million to 8.4 million, an increase of 83 per 
cent. India, with similar varieties and technology, 
raised production from 12 million tons in 1965 
to 20 million tons in 1970, an increase of 64 per 
cent. Due to high yields, water is used efficiently in 
comparison to traditional varieties. The spread of 
hybrid maize in LDCs is generally low. The reason 
for this is the nature of problems assessed with 

the production of seed and the need to replace the 
hybrid seed every year. Pakistan reported a 30 per 
cent increased yield of maize. India also reported an 
increase in the yield by 40-SO per cent since 1960, 
with output per unit (i.e. acre) increasing steadily. 

Impact on Employment: The impact of 
technology on employment is not clear-cut because 
a variety of factors affect employment. Such factors 
include questions about family and non-family 
labour, permanent and temporary labour, peak 
and off-peak labour requirements, short-term and 
long-term impacts on employment, and so on. In 
certain land operations such as land preparation, 
seeding or transplanting, the GR may have no 
effect on labour requirements, but if harvesting 
and threshing is carried out in the traditional 
way, these operations are bound to require more 
labour. The use of fertilizers generally requires 

intensive weeding, thus creating demand for 
labour. Multiple-cropping patterns increase labour 
requirements and can also help to level off seasoned 
tasks in labour requirements. The dominating 
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opinion in the literature about the impacts of the 
GR on employment is that with no change in the 
degree of mechanization, the GR has increased 
labour requirement per unit land, but has decreased 
labour per unit of output. Within crops, increases 
per unit of land have been larger for wheat than for 
rice. 

The long-term effects of the GR on employment 
are temporary because in the long-run rising real 
wages due to labour unrest Jead to an increase in 
mechanization, especially in big farms. Higher 
profitability also encourages the use of machinery 
which encourages labour-saving practices. There 
does not seem clear consensus regarding the overall 
long-term effect of the GR technology on farm 
employment. Some argue that new technology is 
essentially ‘bullock displacing’ rather than ‘labour 
displacing. Some argue that increased agricultural 
output improves the overall national economy 
thereby increasing employment opportunities, 
especially in agro-based industries. 

The growth of job opportunities in the crop 
production sub-sector depends upon the changes 
in crop land area and labour intensity. The changes 
in the cropping pattern and in the physical input 
of labour per crop-acre of various crops determine 
the changes in labour intensity. These factors have 
a positive relationship with the growth of job 
opportunities. The data presented in Table 11.2 
gives a magnitude of the growth of job opportunities 
due to the factors mentioned. 

It is clear that job opportunities in the crop 
production sector have expanded considerably. 
In Table 11.2 we can see that the increase in job 
Opportunities amounted to a maximum of 3.29 per 
cent during the period from 1962-63/1965-66 to 
1966-67/1969-70 and to a minimum of 1.70 per 
cent during the following four years. The growth 
rate for the entire period was 2.6 per cent per year. 

Among the three factors, the increase in cropland 
resulted in maximum contribution to the growth 
of jobs. However, the labour input and cropping 
pattern cannot be regarded as insignificant and they 
too have been responsible for a sizeable proportion 
of the growth rate of job opportunities in the crop 
production sector. 


Fable 11.2 Annual Growth Rates of Job Opportunities 
in the Crop Production Sub-sector for 
Various Periods 


Annual Growth Rates (per cent) 





Due to Increase in Total Annual 

Period - ae Growth Rate 
our ropping (24344 
Cropland Input Pattern 
en areas, 
(1) (2) {3} (4) (5) 

——— NNER renee aes 
1964-68 1.88 0.69 0.72 3,29 
1968-72 0.77 0.79 0.20 1.70 
1972-76 1.32 0.73 0.75 2.80 
1964-76 1.92 0.72 0.56 2.60 


ER RRR RR a, 
Note: ‘Time periods in this table refer to mid-years of the four- 


year periods. 

Source: M. Ghalfar Chaudhary (1982), Green revolution and 
redisiribution of rural incomes: Pakistan experience. 
Pakistan Development Review, Volume XXI, No. 3, 
pp. t84-187. 


This increase in the job opportunities is mainly 
induced by the Green Revolution, and are a result of 
higher tube-well installations, greater fertilizer use, 
and the introduction of HYVs. Labour requirements 
for harvesting, weeding, and taking care of HYVs 
are estimated to have increased by 20-40 per cent, 
according to a US AID study by Gill. According 
to Rochin, there is a 50 per cent increase in labour 
input due to the introduction of Mexican wheat in 
Pakistan. 

Uptil now, we have considered only the direct 
employment effects of the Green Revolution and 
ignored the indirect effects. For example, the 
Green Revolution has been associated with the 
rapid development of tube-well-related small-scale 
industry, repair-shop business for tube-wells and 
tractors, electric transmission lines, distribution 
centres for fertilizer and diesel oil and transportation 
service. The Green Revolution technologies have 
strengthened forward and backward linkages 
between farm and non-farm sectors. 

The indirect employment effect of the Green 
Revolution technology can be seen from the fact 
that the tube-well manufacturing industry provided 
7,000-8,000 jobs in just five industrial towns of 
Pakistan. Similarly, the farm-equipment manufac- 
turers provided about 106,000 jobs in Pakistan at 
the end of the 1960s. 

In short, although the number of small farmers 
tenants, and permanent agricultural worker 
had declined between 1960 and 1972, the Gree! 
Revolution could not necessarily be considered 





responsible for this decline. Rather, there may be 
several other reasons like shifts from permanent 
hired labour to greater use of casual and family 
labour and the movement of a number of tenants 
from agriculture to non-agricultural jobs.” 

The labour-saving effects of tractors and 
herbicides had apparently been more than offset 
by the increased pre-harvest labour requirements 
of HYVs. This seems to be more nearer to truth as 
long as mechanization is selective; but when it is 
discriminate, HYVs accompanied by mechanization, 
may cause unemployment of agricultural labour. 
For example, in the Punjab province, mechanization 
reduced the labour force by about 50 per cent. 

Impact on Income Distribution: When a new 
production technique is innovated, the landlords do 
not like to introduce changes that would improve 
the output of land. It is because that increased 
productivity is likely to improve the economic 
conditions of the tiller of the soil which in turn 
is highly likely to lead the eventual independence 
of the tenant farmer from debt-bondage and thus 
to the breakdown of the exploitative relations of 
production. However, this view is generally not 
accepted. 

In areas where new technology has been adopted 
it has been adopted by only the rich farmers. 
This is considered a limiting factor. A number 
of arguments are given, such as imperfections in 
credit and distribution system, in which the large 
farmers have a dominating influence. The financial 
tisks associated with the GR technology involves 
increasing cash outlays on purchased inputs. This 
Caused the income distribution to become worse. 

The impact of the GR on agrarian structure, 
especially income generated in the process, indicates 
that assessments have varied as shown by the studies 
On Pakistan. According to Chaudhary (1982), the 
GR has helped the pursuit of greater social equality 
and a more egalitarian distribution of income. 
But Khan’s (1983) assessment shows that the 
Tural inequality in the distribution of income has 
incteased in Pakistan. However, income from the 
agriculture does not depend upon farming only. A 
cultivator, apart from working on his own land, may 
also hire-out his services during off-peak and earn 





Review, Volume XXI, No. 3, pp. 184-187. 


a , ; ; ? : 
3. M. Ghaffar Chaudhary (1982), Green revolution and redistribution of reral incomes: Pakistan experience. 
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some money. So it is not possible to arrive at a firm 
conclusion about the trend of agrarian income due 
to GR. However, given the nature of the distribution 
of the means of production, i.e. land in agriculture 
one may expect an unequal and differentiated 
pattern of income distribution in Pakistan. 

Although the Green Revolution may have 
resulted in reduced tenant shares, it is unlikely that 
it caused a reduction in tenant incomes because 
tenant costs also decreased. The empirical evidence 
in Pakistan seems to conclusively establish that net 
incomes of tenants have been increased faster than 
those of landowners. 

It is clear from Table 11.3 that the average net 
income of a big landowner was Rs. 4459 in 1965-66, 
but had risen to Rs. 8,310 by 1970-71. Similarly, the 
net income of a peasant proprietor increased from 
Rs. 2,532 in 1965-66 to Rs.5,127 in 1970-71. The 
corresponding figures for the tenant cultivators 
were Rs. 1,208 and Rs. 2,916. In other words, over 
the period under consideration, the net income of 
a tenant cultivator showed a 150 per cent increase 
in contrast to a doubling of the incomes of peasant 
proprietors and a less than 100 per cent increase in 
big-landowner’s income. In terms of annual growth 
rates, the tenant’s net income grew at 19.3 per cent, 
that of peasant proprietors rose by 15.2 per cent and 
that of big landowners increased by 13.3 per cent. 


Table 11.32 Net Average Farm Incomes by Tenurial 
Classes 1965-66 to 1970-71 


Net Average Farm Income (in Rupees) 


Years Big Land Peasant Tenant 
Owners Proprietors Cultivators 
1965-66 4456.6 2532.2 1208.2 
1966-67 7292.9 3656.7 2090.0 
1967-68 6913.0 3873.8 2486.8 
1968-69 6856.3 4065.3 2668.8 
1969-70 77277 4779.2 3188.8 
1970-71 8309.8 5127.0 2915.8 


‘ 
Source: Pakistan Economic Survey (Vatious Issues), istamabad: 
Government of Pakistan. 


On the whole, the Green Revolution appears to 
have created employment. There has been no 
substitution of wheat for cotton and the induced 
changes in the cropping pattern have tended to 


The Pakistan Develapment 
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increase labour-intensity in agriculture. Average 
wages in agriculture have increased at higher rates 
than agricultural output. Consequently, the share 
of wages in total output has risen substantially with 
the passage of time. 

. There seems to be no case of widening regional 
disparities. Instead, the overwhelming evidence 
is that inter-regional income disparities have 
narrowed in the post-Green Revolution years. 
The size distribution of rural income is consistent 
with our conclusions of functional distribution 
and points to an improvement of rural income 
distribution between the early 1960s and the 
early 1970s, In short, the Green Revolution in 
Pakistan seems to have been growth-inducing and 
employment-creating. It also reduced inequality 
between income classes and regions. 

Table 11.4 presents daily wages of rural workers 
for various years at constant prices of 1959-60. 
Table 11.5 shows data on credit disbursement. 


Table 11.4 Daily Wages of Rural Workers for Various 
Years Constant Prices of 1959-60 


Year : 

(Rupees per day) the period since the 

last-mentioned Year 
1951-52 1.75 a 
1959-60 2.02 
1964-65 2.44 — 
1969-70 3.44 ae 
1974-75 4.68 6.35 


—— 
Source: M. Ghatfar Chaudhary (1982), Green revolution and 
redistribution of rural incomes: Pakistan experience. 
Pakistan Development Review, Volume XX\, No. 3, p. 88. 


To conclude, we may say that there is a growing 
consensus of opinion that the GR is being retarded 
either because of technological or institutional or 
both constraints, but the explanations vary with 
each school of thought. Undoubtedly, effects of the 
GR on total agricultural output have been dramatic 
in Pakistan, yet self-sufficiency in the production of 
food, especially wheat, remains a dream for Pakistan 
as it continuously needs to import wheat, thus 
causing a foreign exchange constraint. 


Table 11.5 Credit Disbursement 


Years Credit Disbursed 
{Rs, milllon) 
2003-2004 73,446 
2004-2005 108,733 
2005-2006 137,474 
2006-2007 168,830 
2007-2008 211,561 
2008-2009 233,010 
2009-2010 248,120 
2010-2011 263,022 
2011-2012 (July~March} 197,361 


NL , 
Sources: Pakistan Economie Survey 1997-98, Islamabad: 


tslamabad: Government of Pakistan, p. 60 (Statistical 
Appendix), Table 3.1; 2000-2001; and 2001-2002, Table 
2.1 (B), p. 22, and Table 2.8, p, 26, (Statistical Appendix); 
Ibid., 2003-2004, Table 2.15, p. 20. 
Pakistan Economic Survey 2011-2012. Statistica! 
Appendix, Table 2.8, p. 22. 


MECHANIZATION OF AGRICULTURE 
IN PAKISTAN 
Farm mechanization is one of the packages of the 
Green Revolution technology. Farm mechanization 
implies the use of mechanical technology in the 
varied farming operations like sowing, harvesting, 
threshing, levelling, water, etc. 
The farm mechanical technology includes: 
(a) Chemical technology—plant protection 
measures, 
(b) Hydrological technology—tube-wells. 
(c) Mechanical technology—tractors, threshers, 
bulldozers, etc. 


The Farm Mechanization Debate 


The issue of adoption of farm mechanization if 
Pakistan is not settled. There are various aspects 
of this problem which are debated in the unde! 
developed countries, The main points of debates are: 
(a) Can mechanized farming be adopted on 4 
large scale? 
(b) Can the mechanical technology practised 
the advanced countries be adopted here? 
(c) Can selective simple powered machin€ 
be developed and adopted for small-scale 
farming? 
(d) Can mechanized farming be done aw®? 
with? 





Arguments for Farm Mechanization 


The arguments which are advanced in favour of 


farm mechanization are: 

(1) It encourages multiple cropping which was 
not possible under traditional farming. 

(2) It reduces dependence upon animal power 
which is costly and also slow in operation. 

(3) It diverts land from growing fodder for 
animal power. The same land can be brought 
under cultivation for growing food and non- 
food crops. 

(4) Farm mechanization saves labour, makes 
levelling and preparation of land easier, and 
brings more land under cultivation. 

(5) It increases efficiency and raises the output 
per worker. 

(6) It provides timely water supply, spray etc. 
from tube-wells and the use of modern 
inputs increases the yield of crops. 

(7) It reduces the cost, due to the efficient use of 
resources. 


Arguments against Farm Mechanization 


The main arguments advanced against mechanized 
farming are as follows: 

(1) The use of mechanized technology 
displaces labour and leads to increase in 
unemployment in the country. 

(2) The migration of labour from the mechanized 
farm sector to the cities creates problems of 
urbanization. 

(3) Farm mechanization is basically capital 
intensive and has a big farmer bias. It, 
therefore, creates social disparity. 

(4) Farm mechanization diverts capital from 
non-agricultural sector to agriculture where 
there is already abundant labour and the 
farming operation are labour-intensive. 


There is a unanimity of opinion that mechanical 
technology, along with other inputs, increases 
4gricultural productivity. The difference is, however, 
°n the type of mechanical technology to be 
adopted. In the advanced countries of world, the 
COncentration in large-scale mechanized farming 

48 maximized output per hectares and per 
Worker, The conditions in the developing countries, 


{ ‘Ocluding Pakistan, are however, different. They can 
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neither adopt mechanized farming on a large-scale, 
nor can use the same mechanical technology applied 
in the advanced countries of the world. The most 
suitable strategy for them is to collect quantitative 
data on the effects of mechanization on crop yield 
in different areas and apply appropriate mechanical 
technology according to the local conditions, For 
instance, the areas which have surplus labour, 
the use of new seeds, fertilizers, and better water 
management can give increased yield per hectares 
even with the traditional methods of cultivation. 
The areas where land is to be levelled, the use of 
bulldozers is a must. Similarly, where river irrigation 
water is not available and the groundwater is sweet, 
the installation of tube-wells should be encouraged. 
The areas where cultivable land is plenty and the 
population is small, the mechanized farming should 
be adopted on a large scale. 


The Process of Farm Mechanization 
in Pakistan 


The Government of Pakistan is guiding and 
encouraging selective farm mechanization in the 
country. 

Tractors are being imported since 1966-67. 

Spray machines are applied to spray the standing 
crop. The manual harvesting of wheat and rice is 
now virtually dispensed with. Tractors, bulldozers, 
and attached implements are increasingly brought 
into the scene. 


Impact of Farm Mechanization 
on Employment, Productivity, 
and Income Generation 


For 2003-2004 (July-March), the total credit 
disbursed was Rs. 4.8 billion. 

Studies have shown that mechanization has 
resulted in an increasing demand for seasonal 
labour and consequently the rural wages have 
become more or less at par with urban wages. As 
far as the small farm sector is concerned, farming 
operations continue mostly with the use of bullocks. 
Therefore, the labour displacement effect of the 
farm mechanization is of minor significance in their 
case. The fertilizer and pesticide technologies are 
generally labour augmenting. 

Table 11.6 shows the impact of mechanization 
on agricultural labour. 
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The demand for labour will increase if tractors are 
assembled within the country and if maintenance 
and servicing units for agricultural machinery are 
set up in rural areas. 

Another study shows that the influence of 
mechanization on employment varies with 
the system of irrigation and the package of 
mechanization used. In the canal irrigated areas 
with a tube-well employment per cultivated acre 
decreases when bullocks are replaced by a tractor. 
Adding a thresher further reduces employment. 
But if the thresher is used with bullocks, labour 
use increases to 367 man-hours per cultivated acre 
as compared to 344 with bullocks only. Similarly, 
in the tube-well areas, all forms of mechanization 
lead to an increase in employment as compared to 
traditional methods. 

A number of studies.report higher productivity 
due to mechanical cultivation. An FAO study 
estimated around 20 per cent increases in 
productivity through mechanization. According 
to Bose and Clark, the yield of corn and wheat will 
increase by about 30 per cent through mechanization 
against traditional farming. A World Bank study 
shows about 140 per cent to 200 per cent increase 
in cropping intensity on irrigated farms in Punjab 
due to mechanization. 

From the impact of mechanization on income 
distribution, it seems that only big farmers would 
have used the tractor-tube-well technology but 
in reality, it has been used by both small and big 
farmers though the latter seem to have the major 

share in tube-wells as shown in Table 11.7. In the 
case of tractor technology, due to labour displace- 
ment, agricultural labourers and tenants seem to 
have suffered. However, many small and medium 
farmers, who had financial resources, were able to 
buy tractors and use them as additional sources of 
income by hiring them out. 


Table 11.6 Impact of Mechanization on Agricultural Labour 


Number of 


Farm Size (acres) tractor owners 


DEVELOPMENT OF COMMERCIAL 
AGRICULTURE 


The commercialization of agriculture is explained by 
the change that is brought about in the agriculture 
sector and is reflected by the contrast between rural 
thinking and urban thinking. In commercialized 
agriculture, the farmers produce to sell and not to 
consume. The purpose is not to earn the subsistence 
livings but to earn very high profits. Therefore, the 
farmers try to produce more by using more inputs, 
new technology, machines, etc. The purpose of the 
farmer is to increase productivity which ultimately 
brings profits. 

As agricultural production becomes com- 
mercialized and greater surpluses are available with 
farmers, the marketing of farm products becomes 
an indispensable part of the whole production 
process. An orderly marketing system supported 
by an adequate storage capacity and proper product 
standardization could strengthen the farmers’ 
staying power and ensure better prices for their 
produce. Indeed, the farmers’ motivation to use 
better inputs and cultural practices, to work out 
optimal cropping patterns, and to make further 
investments in land improvements will ultimately 
depend upon their ability to sell their produce at 
a price which ensures economic returns to them. 
Thus, the evolution of better marketing conditions 
will go a long way towards the modernization and 
commercialization of agriculture and ensuring of 
adequate capital inflow into this vital but capital 
starved sector. 


The essential requirements of commercialized 
agriculture are as follows: 
(a) Change the thinking in agriculture sector 


Number of tractors reporting change in labour requirements 


Increased Decreased No Change Net Change (per cent) 
LL pp eee 


Under 12.5 2,060 460 
12.5 to 25 3,627 842 
26 to 100 16,366 4,723 
Over 100 32,083 9,381 


423 1,177 +2 
989 1,796 =4 
2,77 8,926 +12 
6,728 15,974 +5 


Source: Vigar Ahmad and Rashid Amjad, The Management of Pakistan's Economy 1947-82. Karachi: Oxford University Press, p. 175: 





(b) Use of modern cultivating and harvesting 
techniques 

(c) Better distribution of land 

(d) Availability of credit to all types of farmers 

(e) Sharp increase in agriculture productivity 

(fF) Adequate storage facilities 

(g) Proper standardization of products 

(h) Improve transport system 

(i) Improve market system 

(j) Agriculture price stability (especially because 
of adequate storage facilities) 


Most of these requirements are not met. Therefore, 
the agriculture system remains traditional. It is 
relevant to point out that commercialization of 
agriculture has the same effect on the economy as 
industrialization. Agriculture commercialization 
is the best solution to the economic problems of 
agrarian societies like Pakistan. As the majority of 
the population is linked with agriculture sector, 
commercialization means the betterment of all 
those linked with agriculture. Furthermore, the 
industrialization policies have proved to be un- 
successful in the present socio-economic structure. 
Thus, efforts should be made to commercialize the 
apriculture sector. 


Table 11.7 Miscellaneous Agriculture Statistics 
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AGRICULTURAL PRICE POLICIES 
AND ECONOMIC INCENTIVES 


It means the stabilization of agriculture prices at 
some reasonable level which may be acceptable for 
the farmers as well as the consumers. 


Importance and Need 


Agriculture price policies are very important and 
much desired because of following reasons: 

(a) To remove uncertainty: Provision of agri- 
culture prices, i.e. by fixing them at some 
reasonable rate, may help agriculturists 
to earn reasonable profits which may be 
sufficient to remove the seasonal fluctuations 
and uncertainties. 

(b) To increase agriculture production: Agri- 
culture price policies are also needed 
because they provide incentives for the 
farmers to increase agriculture production. 

(c) Keynesian arguments: Keynes linked the 
agriculture prices with the general price level 
of the economy. According to him, stable 
agriculture prices may enhance economic 
activity, especially in the agriculture sector. 








Under 7.5 to 12.5 to 25.0 ta 50.0 to 150.0 and Total 

Size (acres) 75 12.4 24.9 49.9 149.9 above 

Number of farms (000) 

Owner 879 270 248 111 51 10 i 
Owner and tenant 263 244 250 99 36 5 pe 
Tenant 497 407 296 79 16 4 296 
Total 1,639 921 794 289 103 16 8,762 
a =a = ~ = RE NE ee SSS a 
Area (‘000 acres) 

Owner 2,771 2,577 4,085 3,516 3,653 2,798 19,400 
Owner and tenant 1,240 2,369 4,268 9,299 2.665 1,325 15,160 
Tenant 1,981 3,968 4,708 2,400 1,085 959 14,501 
Tota ~~ 5.999 9,908 13,061 9,215 7,403 4,482 49,061 
a NN a : Ha 

Number of tube-wells 16,259 18,265 33,733 28,654 22,865 7,754 leas 
Number of tractors 1,049 1,763 4,272 7,182 11,443 sth ae 
Percentage of total number of farms 43.6 24.5 21.1 72 27 ; igo 
Area 12.2 18.2 26.6 18.8 154 91 o0 
Number of tube-wetis 12.8 143 26.4 22.5 17.9 6.1 pa 
Number of tractors 3.4 5.8 14.0 23.5 37.5 15.9 se 
“Tes per tube-wall 368 487 387 421 324 578 ae 

Fes per tractor 5,712 5,053 3,057 1,289 647 933 


“Ouree: Calculated trom Ministry of Food and Agriculture, Pakistan Census of Agriculture 1972, 1975, lstamabad: Government of Pakistan. 
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So, to avoid depression particularly in the 
LDCs, the agriculturists should be assured 
reasonable prices. 

(d) Lag between agriculture prices and other 
prices: As we know that the price of industrial 
goods fall less sharply as compared to 
agricultural commodities so there may 
appear a lag between agriculture prices and 
other prices, eg. if there is an increase in 
agriculture prices, the supply may increase 
after half a year so income of the farmers 
cannot be increased accordingly as the 
economic conditions change with time so 
because of this lag, ie. increase in price 
and increase in supply, the incomes of the 
farmers fall more than other workers, 

(e) Lack of storage facilities: Since agriculture 
is a seasonal industry and there is a lack of 
storage facilities, particularly in the poor 
countries, farmers have to supply the whole 
of their produce to the market which causes 
prices to fall. Because of this, there is a dire 
need for agriculture price policies, especially 
in the LDCs. 

(f) Stabilize the tempo of economic growth: Stable 
agriculture prices mean stable incomes 
that would help to stabilize the tempo of 
economic growth. 

(g) Income disparities: To reduce income 
disparities between agriculture and the 
industrial sector, agriculture price policies 
are needed, 

(h) To increase the standard of living: To increase 
the standard of living of people who are 
engaged in the agriculture sector, agriculture 
pricing policies are needed. 


Stability of Agriculture Prices 


Agricultural prices are stabilized by: 
(a) Acreage adjustment 
(b} Creation of buffer stock 
* (c) Setting-up of machinery 
(d) Control over imports and exports 


The Agriculture Policy 


The government's agriculture policy comprises 
upward revision of minimum support/procurement 
- prices, procurement programme for selected crops 





RE 


like wheat, rice etc., adequate credit availability ang 
provision of incentives for import of agricultura| 
machinery. A number of fiscal and. monetary 
concessions were also given. Concession was given 
on the import of tractors and other agricultural] 
machinery. The prices of urea and DAP were 
reduced by Rs,25 and Rs,.8 per bag respectively, 
A subsidy of 25 per cent was given on certified 
wheat seeds. The ceiling of production loans was 
increased from Rs.1,600 to Rs,2,000 per acre. The 
grace period for repayment of the loan for barani 
areas was extended from 2 years to 3 years. Special 
concessions like extension of the loan repayment 
period and reduction on mark-up and down- 
payment for agricultural machinery were extended 
to rain/flood affected areas. 

The agricultural policy of the government aims at 
rapid development and promotion of the agriculture 
sector. Adequate upward revision in minimum 
support/procurement prices is regularly made. 
During the harvest of major crops, government 
agencies undertake procurement at the minimum 
support prices. Besides, a number of incentives and 
concessions are given to the farmers to make thetr 
investment profitable. 


Support Prices 


On the recommendations of the Agricultural Prices 
Commission (APCom), the government increased 
support prices of many crops during 1997-98. ‘The 
details of the prices of some major crops are give 
in Table 11.8. 

In 1993, the Government appointed a Task Force 
on Agriculture. The report's recommendations wel® 
accepted in principle for implementation. The Task 
Force reviewed the current environment of the agt™ 
culture sector and its socio-economic dimensio#s 
and consequences. It suggested strategies for shot! 
medium and long-term goals and set parametef 
for evaluating the performance of these strategié*- 
It examined and recommended the future status © 
agricultural taxes and also made recommendatio"™ 
for rationalization of state intervention in pric 
stability and ensuring fair return on agriculturé 
products. The implementation of the reco™ 
mendations would go a long way in transformins 
agriculture and in uplifting the welfare of the ™ 
masses. 
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(As.per 40 kg) 


ort Prices of Important Crops 
= a per cent increase 


Crops 1999-2000 
Wheat 300 
Rice (Paddy) 

Basmati Supper pi 

B/385 one 

irri-6 (FAQ) 

KS-282, DA-82, DR-83 (FAQ) 200 
Sugarcane (Millgate) - 

Punjab = 

Sindh e 

NWFP = 

Balochistan 
Oilseeds 

Suntlower es 

Soybean i 

Safflower ns 

Canola ae 

Potatoes ii 
Onions = 
Gram 

Catton (Phuitti) _ 


B-557, 149-F, NIAB-78 


in 2000-02 
2001-2002 
2000-2001 ae 
1999-2000 
300 _ 300 
460 8,2 - 
385 10.0 385 
205 10.8 205 
220 10.0 - 
~ 42 
38 - ‘2 
35 - 42 
36 = 43 
725 = 780 


Source: Pakistan Economic Survey 2000-2001, Table 2.14, p. 24; 2001-2002, Table 2.12, p. 2B. 


On 3 February 1997, the government announced 
a new Support Price Policy. 

An update contained in Table 12(a) of the 
Statistical Appendix attached to the Pakistan 
Economic Survey 2003-2004 (p. 29) is excerpted as 
under: 7 

‘The prices of agricultural commodities play 
a vital role in resource allocation and improving 
farm incomes. The open-market prices during 
the immediate post-harvest period are generally 
depressed particularly in years of bumper harvest. 
The farmers, in general, and small farmers, in 

Particular, neither have adequate storage facilities 
Ror sufficient staying power to hold their marketable 
Surplus: 

In order to counter the adverse effects of 
fluctuating prices, the government has instituted the 
Support prices programme for the important crops. 

€ support prices act as minimum guaranteed 
Prices for growers and safeguard their interest if 

the open-market prices tend to fall during the post 

arvest. This programme covers wheat, rice (paddy 
and cleaned), cotton (phutti and Jint), sugarcane, 
8tam, onions, potatoes, sunflower, soyabean, 
Cnola, and safflower. These crops approximately 
“Omprise 70 per cent of the annual cropped area 


in the country. The sale of the produce by the 
growers under the programme is voluntary. The 
procurement agencies are obliged to procure all the 
quantities offered for sale by the growers. However, 
in case the open-market prices are remunerative, the 
growers are free to sell their produce wherever they 
ar on Pakistan Economic Survey, 2011-2012 
Procurement/Support Prices relating are tabulated 


below: 


Table 11.9 Procurement/Support Prices of Agriculture 


Commodities 
rn 
Commodities Price (Rs per 40 kg) 
Wheat 1050 
Paddy 
Basmati eae 
Inti 6 
ar Cane: 

area 150 

Punjab cee 

h 
ate 1465 


Seed Cotton (Putti) 


—<$—<—<$<—<——— oo antiziicnl Appendix, 
Source: Pakistan Economic Survey 2011-12, Statistical Appendix, 
Table 2.12 (A}, (8), pp. 24-25. 


The APCom has been entrusted the task of 
formulating support price proposals regarding 


| 
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various crops for the government. The final decision 
on the Jevel of support prices is however, taken b 
the ECC of the Cabinet. ; 
The prices of various inputs like seed, chemical 
fertilizers, diesel oil, electric power, labour wage, and 
canal water rates increased by varying proportions 
during the crop year of 1996-97, The rise in input 
prices raised the cost of production of crops. 
Moreover, the general inflationary pressure in the 
economy affected the purchasing power of the 
farm commodities. To offset the impact of these 
ra at and maintain producer incentives, 
e government revi i 
ae oni ised the support prices for 
The support price of wheat in 1996-97 was first 
increased by 6.9 per cent, i.e. from Rs. 173 to Rs. 185 
per 40 kg and then by 29.7 per cent from Rs. 185 to 
Rs, 240 per 40 kg. The support prices for 1996-97 
were increased by 15 per cent for rice paddy, 12 
per cent for sugar cane, while those for different 
varieties of seed cotton were enhanced by 25 to 29 
per cent. The support prices for potatoes were raised 
by 37 per cent, for onions by 15 to 18 per cent and 
for gram by 21 per cent. 


TAXING AGRICULTURE: 
A BROAD VIEW 


Historical Background 


Since independence, a number of commissions 
and committees have been appointed to review the 
taxation of agricultural income. All these bodies 
examined the issue of extending the general income 
tax law to the agricultural income. However, except 
the 1964 Commission, the rest opposed the idea. 
The 1964 Commission recommended the merger 
of land revenue and the provincial income tax 
with the general income tax levied by the Federal 
Government, However, it was not accepted. 

Later, the 1970-74 Commission recommended 
that income from agriculture computed on 
presumptive basis @ Rs.2 per PIU should be 
clubbed together with non-agricultural income for 
determining the taxability and the rate of tax on the 
latter. This recommendation was not implemented. 
: In January 1977, the Federal Government levied 

_income tax on agricultural income through the 


Finance (Supplementary) Ordinance, 1977. Th 
Ordinance was later approved by the National 
Assembly when it passed the Finance (Su le 
mentary) Act, 1977, - 

This legislation withdrew the exemption granted 

to agricultural income in the Income Tax Act 
1922, The law exempted those owning up to 25 
acres of irrigated and 50 acres of unirrigated land 
The income was to be computed on actual receipts) 
expenditure basis. However, an amendment was 
prepared later to allow the agriculturists’ assessment 
on the presumptive income computed on the 
basis of the Production Index Units of the land 
held. However, before the implementation of this 
law, Martial Law was promulgated and the law 
was first suspended and later its implementation 
was cancelled. The Income Tax Ordinance, 1979 
restored the old exemption. 

All the earlier decisions in respect of taxation 
of agricultural income derived their validity from 
the specific points in time when these decisions 
were taken. This issue, therefore, requires to be re- 
evaluated in the context of the present social and 
economic climate, 


The Case for Levy of Income Tax 
on Agricultural Income 


Although a vast majority of people engaged in 
agriculture are living below the subsistence level, yet 
there are many in this sector who are earning well. 
This is mainly due to two reasons: 

(a) A number of large landowners managed te 
save their lands from the two land reforms 
by various devices, 

(b) Many agriculturists have set up orchards, 
fruit gardens, vegetable and horticultural 
estates etc. on their lands which yield highet 
incomes. 


The Green Revolution and mechanical farminB 
have also increased the income of a large numbet 
of agriculturists. This is why demands for levying. 
income tax on agricultural income constantly 
keep pouring from the various sectors of thé 
economy. It has been stated that the existence of #" 


exempted class among the taxpayers discourag® 


tax compliance and provides strong incentives {9 






: Hi (6) 







a 





re 
My 


programme for various Crops: 
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The following agencies have been designated by the government for implementing the support price 


Ce 


5 


upport Price/implementing Agancy 


Commodity 
| - Pakistan Agricultural Storage and Services Corporation Limited 


(PASSCO) and Provincial Food Depariments 


Wheat 


« Cotton Export Corporation 


+ Cotton 
Rice (Paddy) PASSCO 
Rice (Cleaned) » ice Export Corporation of Pakistan 
Potatoes and Onions » PASSCO 
Sunflower, Soyabean, Canola and Safilower - PASSCO 
« Sugar Mills 


+ Sugar cane 


ASSCO 


! » Gram . 
‘i 


The support prices of major crops fixed for 199 


tax evasion amongst businessmen and professional 
income taxpayers, in the following ways: 

(1) Many traders and industrialists have 
purchased agricultural lands to whiten 
untaxed black income from business by 
showing it as agricultural income. 

Many businessmen have entered into 
collusive arrangements with landowners; 
they obtain fictitious leases of lands from 
which they show enormous amounts of 
} agricultural income which, in fact, is their 
i business income and thus they escape 
income tax. 
A large number of agriculturists have 
entered trade and industry. The exemption 
| of agricultural income enables such agri- 
| culturist-businessmen to evade income tax 
by showing their commercial/industrial 
| income as agricultural income. 
| (4) Several corrupt government and semi- 
government employees have either 


a 


, ® 


| (3) 


{ purchased agricultural land or obtained 


a fictitious leases and are declaring the graft 
of money as agricultural income. 
| (5) The drug dealers have also started taking 


ny advantage of this loophole by laundering 


: drug money to buy agricultural wastelands. 

| Another way in which agriculturists are 

a instrumental in helping the businessmen 

7g evade their taxes is through fictitious loans. 
A businessman wanting to introduce his 
own black money in his books shows it as 
loan from agriculturists. 

(7) The exclusion of agricultural income from 
the purview of income tax enables those 


9-2000 up to 2001-2002 have been given in Table 11.8. 


agriculturists who would otherwise be liable 
to wealth tax to avoid this tax on their non- 
agricultural assets like jewellery, cash, cars, 
and jeeps as the existing law exempts such 
persons from paying wealth tax. 
Since agriculturists do not maintain records, 
traders selling to or buying from them can 
conveniently suppress such transactions. 
It is these people around which the existing 
climate of opinion favouring the taxation of 
agricultural income has developed. It defies 
one’s sense of fairness to see a person who 
himself claims that his agricultural income 
runs into hundreds of thousands of rupees 
every year not paying on that income. 

(10) Another important factor that is generally 
considered an undue favour for the agri- 
culturists is the valuation method adopted 
in respect of agricultural lands under the 
Wealth Tax Rules. 


(8) 


(9) 


Under this method, valuation is made at Rs. 10 per 
PIU whereas for agricultural credit purposes, the 
same land is valued at a market price of Rs, 200 per 
PIU by the loan giving banks. 


Arguments against further Taxation 
of Agriculture 


(1) The agriculture sector cannot bear the 
burden of extra taxation. About 70 per cent 
of the population and 80 per cent of the poor 
in LDCs live in the rural sector. 

(2) Considering the high cost of production and 
low procurement or support prices fixed 


— gin 
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by government, the average agriculturist is 
either in deficit or just exists at subsistence 
level. 

(3) Average per capita agricultural income 
is not only far less than the average per 
capita urban income but is also below the 
subsistence level. 

(4) There are already too many taxes, levies 
and cesses on the agricultural sector and it 
cannot bear the burden of another tax. 

(5) The _ from levying income tax will be too 
small. 


Evaluation of Various Tax Instruments 


USHR. Adoption of Ushr as an instrument for 
effective taxation of agriculture can be justified on 
the following grounds: 

(i) Political Acceptability: Since Ushr is a 
religious levy already imposed for the last 
few years, the possibilities of violent negative 
political reaction are not appreciable. 

(ii) Administrative Feasibility: Since Ushr 
assessment and collection arrangements are 
operational for the last few years, the idea 
is evidently feasible—of course, the existing 
administrative arrangements will need 
considerable improvement if extra revenue 
is to be raised. 

(iii) Operational Simplicity: Ushr assessment 
and collection operational arrangements 
are simple. Primary emphasis is on self- 
assessment; where not implemented or 
not acceptable, the responsibility is of 
the 7-member non-official Local Zakat 
Committee, 

(iv) Economic Rationality: Gross produce of 
10 per cent in the rain-fed and 5 per cent of 
gross produce in the irrigated areas, minus 
one-third or one-fourth in the tube-well 
irrigated lands and other lands respectively 
would, prima facie, appear to be a better 

- proposition than all the computation of net 
farm income and the application of income 
tax-rates thereto may imply. 

(v) Social Equity: Since Ushr implies transfer 
of resources from the rich to the poor and 
its utilization for purposes authorized by the 
Shariah, it is bound to contribute to poverty 


alleviation and reduction of income and 
wealth disparities and thus lead to social 
equity appreciably, at least, at the local level, 


Ushir does not, however, take care of certain issues 
in relation to the actual conditions obtaining on the 


ground. These issues are as under: 


(i) In order to achieve the desired level of 
collections through Ushr, the existing system 
would have to be replaced by a system based 
on ‘the actual yield’ or ‘high average yield’ 
and ‘actual farm gate price’ or ‘high average 


farm gate price’. Such a change would 
obviously also raise the tax burden on small 
landowners, getting low yield and low prices 
that the existing system seeks to protect. 

(ii) While what we are striving to find out is 
a tax instrument that should ultimately 
become the vehicle for transferring the bulk 
of the tax burden from the poor towards the 
richer sections of our agrarian population, 
the main possibility for expanding the 
Ushr net lies in withdrawing the exemption 
available at present to the ‘tenants’ which 
can only enhance the existing unfair burden 
on the poorer section of the agriculture 
sectors, 

(iii) Ushr, otherwise an ideal tax instrument 
for local conditions, could have met our 
demands only if we could prescribe a system 
of ‘low average yield’ and ‘low average farm 
gate price’ for the poor farmers and another 
system of ‘high average yield’/‘actual yield’ 
and ‘high average farm gate price’/‘actual 
farm gate price’ for the affluent farmers. 
We have, however, been advised that noe 
discrimination on the basis of affluence is 
possible under the Ushir regime whose canons 
are based purely on religious sanctions. 


Presumptive Income Tax. Under the Finance 
(Supplementary) Act, 1977, it was envisaged thal 
agricultural income would be subjected to income 
tax on the basis of actual receipts/expenditure but 
later on it was decided to allow the agriculturists (0 
get assessed on presumptive basis. For this purpos¢: 
the Federal Board of Revenue had suggested the rate 
of Rs.6 per PIU at that time for such presumptive 
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income. The most important features of this system 
were: 
(a) it employed the existing fiscal instrument of 
income tax; and 
(b) for this purpose, it accepted the concept of 
‘global’ income as the basis of taxation. 


However, the concept of presumptive income 
ignores the actual circumstances of a taxpayer as 
in this system even those agriculturists who have 
suffered losses in any year would have to pay tax in 
accordance with the presumptive standards. 


Agricultural Income Tax Structure 


The following simplified income tax structure for 
apricultural income is recommended: 
(a) Keeping in view the fact that 

(i) the scope of this levy is to be restricted 
to only those agriculturists who have 
higher incomes than the average ones 
in their sector. 

(ii) According to a case made on behalf 
of the agriculturists, even the biggest 
landlords do not have an annual 
income in excess of Rs. 25,792; the 
basic exemption level for agricultural 
income may be fixed at such a high level 
as it would make only those with high 
incomes subject to tax. 


In this context, it is suggested that no 
income tax should be payable on the first 
Rs. 48,000 of a taxpayer’s income from 
agriculture. In other words, basic exemption 
for the class would be Rs. 48,000 as against 
Rs. 24,000 available to non-agriculturist 
taxpayers. This higher exemption would not 
only keep the illiterate farmers with small 
holdings, farmers with small holdings and 
the average farmers with larger holdings 
outside the purview of income tax but 
would also keep the productive efforts in 
the agricultural sector sale from possible 
disincentive effects, This higher limit has 
also been recommended to take care of 
traditional expenses, both monetized and 
non-monetized, incurred by landowners in 
rural areas. 


(b) Persons engaged in agriculture in whose 
cases receipts from agricultural activity 
exceed the expenses incurred in connection 
with this activity by more than Rs. 48,000 
would be required to file returns of their 
income under the normal income tax 
regime. But these would be accepted under 
self assessment unquestionably and, unlike 
non-agricultural income cases, no detailed 
scrutiny would be carried out in any of these 
cases. This simplified procedure would keep 
the agriculturists protected from the acqui- 
sitional assessment proceedings that are 
generally associated with income tax, Losses 
can also be declared and would be accepted 
as claimed. 

({c) Filing of return of income would be 
completely voluntary in the cases of agri- 
culturists. In other words, only those 
agriculturists who themselves claim to have 
earned more than Rs. 48,000 in any year 
would be liable to pay income tax. No notice 
requiring filing of a return will be issued by 
the Income Tax Department. However, if 
no return of income has been filed by any 
agriculturist in any year, he would not be 
entitled to attribute any income in excess 
of Rs.48,000 in that year to his agricultural 
activities while explaining his investments/ 
possessions/acquisitions. In such cases, 
the unexplained investments/possessions/ 
acquisitions would be taxed as income from 
undisclosed sources. 


While this modified form of income tax appears to 
be the most logical instrument for direct taxation of 
agriculturists in Pakistan, we cannot ignore the fact 
that payment of a predetermined tax liability on the 
pattern of land revenue enjoys greater familiarity 
among our agriculturists. It would be in order, 
therefore, to allow an agriculturist to stick to this 
convenience of familiarity, if he does not choose to 
come within the normal income tax regime. In that 
case he will be required to pay, in lieu of his income 
tax liability, a fixed amount in addition to Ushr/land 
revenue calculated on the basis of PIUs held by him 
at the following rates: 

(a) For first 3,200 PIUs, Nil 

(b) For next 3,200-4800 PIUs, Rs.0.75 per PIU 
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(c) For next 4,800-6000 PIUs, 
(d) For next 6,000-8000 PIUs, 


Rs. 1.50 per PIU 
Rs. 2.00 per PIU 


While agriculturists with smaller holdings up to 
3,200 PIUs would not be liable to pay this fixed 
amount, agriculturists with the maximum land 
holdings of 8,000 PIUs would have to pay an 
additional amount of Rs.7,000, which incidentally, 
would have been their income tax liability had 
presumptive income from 8,000 PIUs been worked 
out at Rs.15 per PIU and if they were entitled to 
the maximum tax rebate on account of investment 
allowance. 


An update on Agriculture Loan disbursed relating 
to three years by various sources is given in Table 


11.10. 


Table 11.10 Supply of Agricultural Credit by Institutions 
ee ee 


: Domestic 
Year ZTBL Commercial PPCBL Frivate ‘Total 
Bank 
Banks 
2006-2007 56 80 8 24 168 
2007-2008 67 95 8 44 214 
2008-2009 75 111 6 42 234 
2009-2010 79 120 6 44 “ 
2010-2011 65 140 7 50 - 
2011-2012 a8 108 6 37 9 
ae eae 
Source: Pakisian Economic Survey 2011-12, Statistical Appendix, 
Table 2.8, p. 22. 


Research and Development 


¢ In pursuance of an agreement reached between 
the USA and Pakistan, the Government of 
Pakistan established the Agricultural Research 
Endowment Fund (AREF) comprising the sale 
proceeds of wheat provided by Washington 
as a refund for F~16 aircraft. Wheat imported 
under this arrangement from the USA will be 
sold to the provinces on no-profit/no-loss basis 
and the payments against it will be contributed 
in the fund. The Pakistan Agriculture Research 
Council (PARC) will hold the charge of AREF 
and execute the Agricultural Linkage Programme 
(ALP). The ALP is aimed at promoting the 
exchange of agricultural research scientists and 
technical knowledge and to institute long-term 
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support cooperation between Pakistan and the 
United States in the areas of agricultural sciences. 
To diversify agriculture research in Pakistan, an 
agreement between the Center for Internationa! 
Agricultural Research (CIAR), Australia and 
Pakistan Agricultural Research Council (PARC) 
was signed on 13 November 2000. Under this 
agreement, the CIAR will help to explore ways to 
increase productivity of crops in saline affected 
lands and improve water management. Further, a 
memorandum of understanding was also reached 
between the CIAR and PARC to control the 
‘gemini’ virus diseases of cotton and tomato in 
both Australia and Pakistan. 

A US-based agro-technical firm and a local sugar 






INDUSTRIAL STRATEGY 


At Independence, Pakistan inherited only 34 small 
industrial units out of 921 units in the subcontinent. 
These largely pertained to cotton textile, cigarettes, 


cane growers association have jointly introduced 
a water conservation chemical called ‘Qemi 
Soyal’ in Pakistan to help farmers to overcome 
the problem of water shortage. The chemical, 
cross-linked polymers, has the ability to ensure 
the sustained release of water to the plants when 
applied. Every gram of chemical has the capacity 
to retain half-a-litre of the irrigation water as it 
blankets the water in the form of a membrane, 
thus limiting the chances of its evaporation. One 
time application of the chemical can help ensure 
optimum use of irrigation water for about five 
years. 

The Central Cotton Research Institute had 
evolved three coloured varieties of cotton 
i.e. brown, green, and off-white, and their 
commercial production would start depending 
upon the demand of the varieties in the domestic 
and international market. 

The Pakistan Atomic Energy Commission (PAEC) 
had introduced radiation and radioisotopes 
techniques to increase agricultural production 
and thereby extend the storage life of different 
food commodities. 

The Ministry of Food, Agriculture and Livestock: 
Pakistan and International Atomic Energy 
Agency (IAEA) had agreed to co-operate on @ 
plan envisaged to cultivate salt tolerant crop® 
trees and fodder grass on the 5,000 acres saliné 
and waterlogged land in the country. This steP 
will not only go a long way in converting thé 
deserts into green lands but also have a fat 
reaching impact on the ecological environmem! 
of the country. 





sugar, rice husking, cotton ginning and flour 
milling. These contributed only 7 per cent of GNP 
and employed a little over 26,000 people in the 
country.' 

Over the past 52 years, the Government 
of Pakistan’s economic policies have favoured 
industrialization. In 1947, an industrial conference 
was convened at Karachi to work out ways and 
means for industrialization in Pakistan. The 
conference was attended by the representatives of 
the central, provincial and state governments as 
they existed at that time. Based on the conclusions 
of this conference, the government announced its 
industrial policy.2 Though it was revised from time 
to time, its fundamentals remained the same. 

Pakistan's industrial experience can be divided 
into different phases as given below. 


Phase I (Industrial Policy 1948-58) 


This Phase started in 1948 and lasted till 1958. 
During this period, the policy emphasis was on 
import substitution. The following excerpt from 
the report of the Economic Appraisal Committee, 
Which formulated the industrial policy, sheds light 
On the policy: 
‘The most striking feature of Pakistans economy 
is the marked contrast between its vast 
Natural resources and its extreme industrial 
backwardness. A country producing nearly 75 


Se ; z rE * * 
1. Mohammad Astam, Perspective on Development Planning in Pakistan. Lahore: Bilal Books, 
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per cent of the world’s production of jute does 
not possess a single jute mill. There is an annual 
production of over 15 lac bales of good quality 
cotton, but very few cotton mills to utilize it. 
There is an abundant production of hides and 
skins, wool, sugar cane and tobacco—to name 
a few of the agricultural products. Pakistans 
considerable resources in minerals, petroleum 
and power remain as yet untapped. In laying 
down any policy of industrialization, note has to 
be taken of these deficiencies and handicaps and 
a concerted effort made to overcome them. 
Pakistan, therefore, seeks, in the first place, to 
manufacture in its own territories the products 
of its raw materials, in particular jute, cotton, 
hides and skins etc. for which there is an 
assured market whether at home or abroad. 
At the same time to meet the requirements of 
home market, efforts would be made to develop 
consumer goods industry for which Pakistan is 
dependent, at present, on outside resources. The 
last statement is the first mention of the emphasis 
given to the consumer goods industry.” 


it is also evident from the above excerpt that such 
industries should be adopted for which there is an 
adequate market within Pakistan. The industrial 
policy added that ‘some of the heavy industries 
might have to come at some later stage of the 
industrial programme, but no opportunity should 
be lost to develop any heavy industry which is 
considered essential for the speedy achievement of 
a strong and balanced economy. 


1991, p, 243. 


2. SM. Akhtar, Economic Development in Pakistan. Lahore: Publishers United, ae p. 105. 
2. Report of the Economic Appraisal Committee. Karachi, 1963, Appendix 16, p. 50. 
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The next authoritative statement of the industrial 
policy, indicating a slight change in emphasis away 
from consumer goods industries alone, came from 
the economic appraisal committee which met in late 
1952. Its final report was issued on February 1953. 
On the matter of priorities within the industry, the 
policy stated that: 

(i) Use of our own materials, e.g. cotton, jute, 

bamboo, sugarcane, wool, hides, and skins. 

(ii) Reduction of imports, particularly essential 

items in which we should have certain 
minimum indigenous productive capacity. 

(iii) Maximum productivity in relation to the 

capital invested and maximum employment. 

(iv) Net social and economic advantages to the 

country. 


The public sector’s role was confined to the 
establishment of key industries such as arms 
and ammunition, atomic energy, production of 
railway wagons, telephone and wireless apparatus 
etc. Two important finance and credit institutions 
namely Pakistan Industrial Finance Corporation 
and Pakistan Industrial Credit and Investment 
Corporation were established in 1948 for meeting 
the credit requirements of private investors.’ 

Among other methods which might be used 
to encourage investment in industries, the policy 
definitely favoured tariff protection and ceased tariff 
structure, with low tariffs in intermediate goods 
and capital goods than on final goods or more 
fully processed final goods. It noted that the tax 
concession of the industry had been inadequate for 
providing a faster rate of industrial growth. 

It was clear throughout the report that the 
committee favoured tighter controls on imports of 
luxuries, controls on consumer goods, and avail- 
ability of capital goods and industrial raw materials. 

In 1955-56 to create skilled human labour for 
the rapid industrial growth, a Swedish-Pak Institute 
of Technology was established. In 1957, Pakistan 
Industrial Technical Assistance Centre (PITAC) was 
also established in collaboration with the UN and 
US-AID Mission. 

Pakistan, thus, established a substantial industrial 
structure in a very short period. The policy of 
import substitution, largely of consumer goods, 


—_—-————— 
4. Mohammad Aslam, Perspective in Development Planning in Pakistan. Lahore: Bilal Books, 199], p. 245. 


was initially aided by high tariffs and quantitative 
restrictions on import and later through the growth 
of domestic and foreign demand. The policy of 
import controls initiated in 1952 remained in effect 
uptil 1959 and resulted in the creation of a highly 
protected home market. 


Phase II (Industrial Policy 1958-68) 


In 1958, a military government came to power 
and undertook a comprehensive review of 
various economic spheres. Among other things, 
it announced a new industrial policy in February 
1959, This policy was basically a reiteration of 
the earlier statement of 1948. Contribution to the 
industrial growth during the fifties both by public 
and private sector was acknowledged by the new 
government. But the process of development was 
to be accelerated through private investments. The 
industrial policy of 1959 assured that the maximum 
scope would be given to private enterprise in the 
development of country’s resources and indeed 
dropped one of the two resumptions which were 
laid down in 1948 for the private sector. This 
was the right of the government to take over or 
participate in any industry vital to the security or 
well being of the state. The only intervention in 
the private sector domain was confined to areas 
where it failed to achieve balanced development. In 
such a situation the government would initiate and 
operate such industries only which were essential to 
the life of a community through special constituted 
corporations, The industries though government 
sponsored, however, would be transferred to the 
private sector as circumstances would permit. 
Consistent with the absolute centralized political 
system inherent in a military government, the 
overall responsibility of the entire industrial 
development including first action of targets and 
priorities, location and determination of leve 
of production etc. was completely vested in the 
central government with the abrogation of feder 
constitution and induction of a regime headeé 
by the chief martial law administrator. It was no 
longer necessary to consult the provinces in this 
matter. This was in contrast to the 1948 policy undef 
which the central government had to persuade thé 
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provincial political government to hand over 27 
industries to central planning.” 

The industrial policy of 1959 laid renewed 
emphasis on private sector and the development 
of agro based industries with a particular focus on 
export industries. The decade under review covers 
the period of Pakistan's Second and Third Five Year 
Plans. The allocation of industry, however, declined 
from 36 per cent to 31 per cent in pre-plan (1950- 
55) and in the First Five Year Plan (1955-60) to 28 
per cent. In the Second Five Year Plan (1960-65) 
and Third Five Year Plan (1965-70) it declined to 
26 per cent. This was done to restore some balance 
between industry and agriculture and to overcome 
recurrent food shortages which characterized the 
first decade. 

There was also a shift from light consumer 
goods and easy processing category towards 
intermediate and capital industries, i.e. electrical, 
chemical, machine tools, etc. Since capital goods 
industry have long gestation periods, the shift did 
not emerge clearly during the period under review. 
Exports promotion device was headed by the Export 
Promotion Bureau Scheme in 1959 and was aided 
by other specialized institutions like the Export 
Credit Guarantee Scheme in 1962. The government 
established the Export Promotion Bureau in 1966, 
Export Market Development Fund in 1966, and 
Pakistan International House in 1968. 


Phase [IJ (Industrial Policy 1970-77) 


The main features of the government's industrial 
Policy were: | 
(a) The principle of a ‘mixed economy’ was 
accepted for the country and the government 
took over the management of 32 industrial 
units belonging to the following basic units: 
{i) Iron and steel industries; 
(ii) Basic metal industries; 
(iii) Heavy engineering industries; 
(iv) Assembly and manufacture of motor 
vehicles; 

(v) Tractor plants; 
(vi) Heavy and basic chemicals; 
(vit) Petrochemical industries; 
(viii) Cement industries; and 


(b) 
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(ix) Public utility including electrical 
generations, gas, oil refineries. 


These industries were selected for nation- 
alization because they form the base of 
industrial development. 


In August 1973, directives were issued 
under a reforms order to enable the Federal 
Government to acquire majority share 
ownership of these units on the basis of 
compensation to the owners. 

In November 1973, orders were issued 
to acquire majority ownership in the public 
limited company. Rules were amended in 
March 1974 in order to provide for payment 
of compensation of the acquired shares at 
market price. The nationalized companies 
and units were put under the newly created 
Board of Industrial Management (BIM). 
These, along with the Pakistan Industrial 
Development Corporation, were later 
constituted into ten holding corporations. 
These corporations are listed below: 

(i) Federal Chemicals and Ceramics 
Corporation Limited; 

(ii) Federal Light Engineering Corporation 

Limited; 

National Design and Industrial 

Services Corporation Limited; 

(iv) National Fertilizer Corporation of 
Pakistan; . 

(v) Pakistan Automobile Corporation 
Limited; 

(vi) Pakistan Industrial Development 
Corporation of Pakistan; 

(vii) Pakistan Steel Mills Corporation; 

(viii) State Cement Corporation Limited; 

(ix) Heavy Engineering and Machine Tools 
Corporation Limited; and 

(x) State Petroleum Refining and Petrol 
Chemical Corporation Limited. 


(ili) 


These public sector corporations were 
partly financed by the government and 
partly by the Pakistan Development Finance 
Corporation. 


Fe 
5. Baz Aslam, Development Planning in Pakistan. Lahore: Ferozesons, 1986, p. 236. 
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(c) With regard to the industries left to the 
private sector, measures were taken to 
broaden the base share ownership and in the 
management of companies. 


(d) The managing agency system was abolished 
because it had enabled a few families to gain 
control over the industrial sector. 


(e) The election of Board of Directors of the 
private companies, a system of cumulation 
voting and proportional representation was 
introduced so that the minority shareholders 


could also send their representatives to the 
boards. 


(f) Under the special ordinance dated 
2 September, 26 industrial units producing 
vegetable ghee were also nationalized. 
The Ordinance was later replaced by the 
Hydrogenated Oil Industry Act, 1973 
that regulated the operation and further 
development of the industry. 


(gz) The shipping industry was nationalized 
in January 1974 through the Pakistan 
Maritime Shipping Act. The management 
of the National Shipping Corporation and 9 
other shipping companies were taken over 
by the government. It was claimed that the 
performance of the public sector was ve 
good. 


(h) In July 1976, the government took over 
some agriculture processing industries to 
eliminate the middleman from the society 
and thus ensure fairplay to farmers and 
consumers. These included cotton ginning 
paddy industry and large flour mills. Those 
under foreign ownership were exempted. 


Other measures taken by the government 
which were expected directly and indirectl 
to affect industries included: / 
(i) Labour reforms giving the industrial 
worker a say in the factory, Abolition of 


bonus voucher system and devaluation 
of rupee. 


(ii) Increase in reimposition of export 
duties, reduction of sales tax-rate op 
imparts, revision of import policy to 

_ minimize administrative control. 

(iii) Fiscal incentives were given for th 
establishment of industrial units in the 
less developed areas of the country.° 


Phase IV (Industrial Policy 1977-80) 


The new martial law government of 1977 introduced 
the industrial policy of 1980s. The important 
features of this policy were: 

(a) The manufacturing sector has been under 
pressure in recent years due to a variety 
of factors, both national and international. 
The present government felt that the major 
cause had been the policies of the previous 
government, particularly that of nationaliza- 
tion of industries. In this context it has taken 
various steps to stabilize the industrial sector 
of the economy. A decision taken in October 
1977 by the government demarcated the role 
of the public and private sectors and gave an 
assurance of no further nationalization. 


(b) It denationalized some nationalized 
industries, particularly the agriculture 
processing industries which had been 
nationalized in July 1976 by the previous 
government. 


(c) By a Presidential order, the Federal Govern- 
ment offered to transfer shares of proprietary 
interests to their former holders in respect 
of a managed establishment required by 
the government under Article 7-B of the 
Economic Reforms Order, 1978, i.e. this 
opened a way to denationalization of the 
industries nationalized by the previous 
government. 


(d) Fiscal and monetary incentives including 
a tax holiday had been given particularly 
for less developed areas. In March 1978; 
the government announced a five year tax 
holiday and revision of import duty of 
machinery for industries set up in Der@ 


ee 
6. S. M. Ak } j 
htar, Economic Development in Pakistan. Lahore: Publishers United 1986, p. 110 
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Ismail Khan and Malakand Division. Earlier, 
a five year tax holiday was announced for 


Balochistan. 


To boost industrial concession and package 
of fiscal concessions aid, Financial benefits 
were granted and corrective measures were 
taken as demanded by private sector. These 
measures include: 

(i) Reduction in interest charged by 
banks to 12.5 per cent on all fixed 
investment. 

(ii) Reduction in the margin requirement 
for opening letter of credit for the 
import of industrial raw material. 

(iii) Removal of tax on issue of bonus 
shares. 

(iv) Increase in tax credit from | per cent 
to 5 per cent of the cost of machinery 
and equipment meant for balancing 
modernization. 

(v) Fixing standard rebate of excise duty on 
additional 17 items. 

(vi) Rate of interest on bank advances for 
financing export of items covered by 
the Export Finance Scheme was reduced 
from 10 per cent to 6 per cent. 


INDUSTRIAL POLICY 1990 


in 1990, the new industrial policy had the following 
three important components: 

1. Deletion Policy 

2. Deregulation Measures 

3. Privatization Policy 


1. Deletion Policy 


A comprehensive Deletion Policy was announced 
by the government in 1987 with broad objectives 
of attaining self-reliance in the engineering sector, 
ensuring transfer of technology and developing 
linkage between various segments of industries. 
So far, the deletion programme for more than 
800 industrial units/industries including 172 
Programmes approved during July-March 1993-94 
had been formulated. 
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The level of deletion achieved so far by some 
major industries include transformers (100 per 
cent), electric pumps (95 per cent), electric meters 
(100 per cent), tractors (84 per cent), electricity 
meters (85 per cent), deep freezers (80 per cent), 
switchgears (75 per cent), sugar plants (79 per cent), 
motorcycles (74 per cent), packed air-conditioners 
(61 per cent), motor vehicles (47 per cent), and 
trucks and buses (50 per cent). 


2. Deregulation Measures 


Almost all industrial sectors were exempted from 
the requirement of Government sanctions except 
those which (ell under the list of specified industries. 
Sanction for projects out of specified industries 
irrespective of their cost and size was not required. 
The following industries come under the category of 
specified industries: 

e Arms and ammunition; 

» Security printing, currency and mint; 

» High explosives; and 

« Radioactive substances. 


All the provincial governments had notified negative 
areas where a project cannot be set up for reason 
of security, defence or environment. Outside of 
these negative areas, the entrepreneurs were free 
to set up their projects without going through the 
formalities of getting NOC from the provincial 
governments. However, if any entrepreneur was 
interested in setting up industry in a negative area 
and could provide justification for his proposal, he 
was required to obtain NOC from the concerned 


provincial government. 


3. Privatization Policy 


Privatization of public assets has been regarded 
as a catalyst for economic recovery and growth. 
The government regarded privatization as a key 
to economic growth and continued to accord it 
high priority. The privatization process had been 
made transparent, speedier and conformant to 
the principles of broad-based participation in the 
acquisition of ownership of divested industrial 
assets. A comprehensive new privatization policy 
and detailed criteria for its implementation were 
formulated and announced by the government. 


260 THE ECONOMY OF PAKISTAN 


Objectives 


The main objectives of the privatization policy 


were: 


(i) To improve upon the operational efficiency 


and overall performance of state-owned 


enterprises being privatized and to promote 


competition; 

(ii) To reduce the financial burden imposed 
upon the government by public enterprises 
and to release resources for utilization on 
alternate urgent requirements including 
those of social sectors and development of 
physical and technological infrastructure; 

(iii) To promote and strengthen the capital 
market by broadening and developing its 
base through enlarging the number of 
shareholders and listing new enterprises. 


Strategy 


While pursuing the objectives as enumerated above, 
the policy statement had recommended that the 
following strategy be adopted: 

(i) Safeguard the interests of the consumers by 
formulating a regulatory framework prior 
to divestiture, particularly in the case of 
utilities. 

(ii) Avoid concentration of economic power 
in a few hands and to secure widespread 
ownership of assets being divested. 

(iii) Provide reasonable compensation to the 
employees rendered surplus as a result of 
privatization and help in their retraining for 
employment elsewhere. 


Methodology 


It was decided to keep the following basis in view 
while selecting the appropriate methodology out of 
multiple choices: 

(i) Widespread dispersal of ownership (incor- 

porating provisions for participation of 

* employees and the management) without 

excluding experienced entrepreneurs espe- 

cially in the sectors where managerial 
efficiency is of vital importance; 


(ii) Transparency in the process of sale and 
transfer; 


(iii) Thoroughness in the preparation of reports 
information sheets and bidding documents, 


and 

(iv) Strong public awareness campaigns to build 
understanding and support among the 
employees, investors and the general public. 


Implementation 


Industrial Sector: In the industrial sector, 118 
enterprises were identified for privatization. Out 
of these, 67 enterprises have been privatized and 
transferred to the private sector. The buyers include 
9 employee groups, 5 foreign firms and 8 ex- 
owners. Details of the industrial enterprises already 
iat those under privatization is given in 

Salient Features of the current Privatization 

Programme aimed at amassing US$3 billion are 
given in the Pakistan Economic Survey 2000-2001 
and are reproduced below: 

(i) For strengthening the privatization process, 
Privatization Commission Ordinance, 2000 
was promulgated on 28 September 2000. The 
Ordinance provides comfort to investors, 
assures transparency in the sale process and 
increases the accountability of the Privatiza- 
tion Commission. 

(ii) A comprehensive privatisation programme 
for the short, medium, and long-term has 
been prepared in full conformity with the 
economic and investment environment. 

(iii) Regulatory agencies for power, gas and 
telecommunication as well as for the 
Securities and Exchange Commission have 

been established. 

(iv) The new privatisation law has incorporated 
generalized processes and standards of 
performance to make the bidding process 
more transparent and speedy. 


The government is committed to the privatization of 
sizeable assets in the telecommunications, banking, 
oil and gas, power, and industrial sectors. The status 
of the major transactions in these sectors is given 
below: 
(a) Telecommunication: The government has 
appointed M/s Goldman Sache and were 
International as financial adviser for the 
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Table 12.1 Number of Privatization Transactions 


7991 to June 2006 to 
Banlewers June 2006 June 2007 
Automobiles 7 - 
Cement 16 1 
Chemicals/Fertilizers 20 2 
Engineering 7 = 
Ghee a4 = 
Rice/Rati Plants 23 _ 
Bark 7 _ 
Energy 14 = 
Telecom 4 a 
Miscellaneous 18 1 
Capita! Market/Transaction 18 3 
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July 2007 to No Total amount 
Nov. 2008 , (Rs million) 

= 7 1,102 

17 16,1768 

1 23 41,922 

-- 7 183 

= 24 843 

= 23 324 

- r 41,023 

_ 14 51,756 

— 4 187,360 

_ 19 2,606 

1 22 133,124 


ee. OW. ~:~: AG; KD 
476,421 


Total 158 i 


Source. Pakistan Economic Survey 2008-2005, tslamabad: Government of Pakistan, pp. 49-50, Table 3.11. 


privatization of PTCL. The work relating 
to first phase covering financial, regulatory, 
technical and operational areas have been 
completed and the second phase comprising 
execution is under way. The expression of 
interest has already been invited. 

(b) Oil and Gas Sector: LPG business of SSGC 
has already been privatized in October 
2000 and that of SNGPL is being held due 
to litigation after bidding. Top ranking 
Financial advisers have been appointed for 
privatization of OGDCL (Merill Lynch), 
PSO (J.P. Morgan) and working interest in 
9 oil and gas fields (Gaffiney Cline) and the 
review of privatization is almost finished. 

(c) Banking: The leading investment banks such 
as Merrill Lynch and Co, Credit Suisse First 
Boston, Solomon Smith Barney, Deutshe 
Bank AG, UBS Warburg and ING Barings 
have been shortlisted to submit Financial 
Advisor proposals for the privatization of 
UBL and HBL. Both banks have already 
started restructuring programmes to shut 
down unprofitable branches and reduce 
overheads. The privatization commission 
has invited EOI for UBL and HBL and these 
have been privatised. 

(d) Power Sector: The privatization of Karachi 
Electric Supply Corporation (KESC) was 
under process and M/s Price, Waterhouse 
and Coopers were appointed as privatization 
advisers. Under the work plan, KESC has 
been privatised. 


(e) Industry: In addition to selling the business 
and assets of several industria] units, the 
government is planning to sell two large 
fertilizer factories. 


An update on the Privatization Programme is given 
in the Pakistan Economic Survey 2003-04 (pp. 
37-39) is reproduced below: 


THE PRIVATIZATION PROGRAMME 


Privatization revenues in the developing and 
economies in transition increased from almost 
nothing in the early 1980s to more than US$60 
billion in 1997, before decreasing to about USS$50 
billion in 1998. It was estimated that by 2000, 
cumulative privatization revenues worldwide 
would exceed US$1 trillion. This implies that the 
programme for the transfer of ownership of public 
assets is unambiguously based on the principle 
of reducing the state’s direct participation in 
commercial activities. The minimization of the 
government's role in economic activity reinforces 
the need for regulation in strategic areas and the 
design of appropriate policies in order to ensure 
that the functioning of the economy is not distorted 
and those benefits are distributed in an equitable 
manner. 

Pakistan like other countries started its Privatiza- 
tion Programme in the early 1990s. In its 
early phase, privatization was very fast but the 
momentum slowed down because of a host of 
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unresolved issues. The main reasons for the slow 
progress in privatization during the second half 
of the 1990s included an inhospitable external 
environment, legal challenges to privatization, 
public opposition to privatization, and lack of an 
adequate regulatory framework for the privatization 
of utilities. Recognizing this, governments over the 
last four years focused on the removal of irritants 
which hampered the privatization progress. 

The existing Privatization Programme is 
progressing at a reasonable pace. By the end of 
March 2004, Pakistan had completed or approved 
139 transactions at gross proceeds of Rs. 134.4 
billion. Of this, an amount of Rs, 33.1 billion was 
received during July-March 2003-04 from the sale 
of the Government’ shareholding in OGDCL, NBP, 
POL, ARL, DG Khan Cement SSGC, Thatta Cement, 
51 per cent GOP stake in HBL, Associated Cement, 
Rohri and 10 per cent shares of Kurram Chemicals. 
About 70 per cent of the gross proceeds received 
so far were transferred to the Federal Government, 
18 per cent were returned to companies on whose 
behalf shares were sold, 6 per cent were used for 
restructuring expenses associated largely with golden 
handshakes and rehabilitation, and 5 per cent were 
used for PC's privatization-related expenditures. 

A new feature of the Privatization Programme is 
the offering of shares to the general public through 
stock markets which has been enthusiastically 
received by the people. For example, in the case of 
OGDCL, 97,000 applicants purchased shares whose 


Privatization Programme 
Telecommunications 


Pakistan Telecom Co. Ltd (PTCL) 
Telephone Industries of Pakistan 
Carrier Telephone Industries 


subsequent value increased over Rs.8 billion. The 
response in SSGC offering has been even greater with 
over a guarter million small applicants receivin 
share offering through a transparent balloting. 


INVESTMENT SANCTIONING PROCESS 


The investment sanctioning process is another 
important determinant of industrialization in any 
developing country. The investment criteria of 
Pakistan is as follows: 


1. How industries are sanctioned 


The investment Promotion Bureau examines private 
projects and submits them to the Central Investment 
Promotion Committee for approval. However, ali 
the industries on the Specified List with capital cost 
less than Rs.10 million and those on the Positive 
List with capital cost less than Rs. 100 million 
and imported component of the capital cost less 
than Rs. 50 million, do not require any sanctions. 
Projects approved by the CIPC are referred to the 
ECC if the value of imported inputs exceeds 60 
per cent of total costs of raw materials and that of 
imported machinery and equipment exceeds 20 
per cent of the total cost of machinery. However, if 
the reference to the ECC is not necessary, but the 
capital cost of the project exceeds Rs. 300 million, it 
is submitted to Minister of Industries for approval. 


Power 


Faisalabad Electric Supply Co. (FESCO) 
Karachi Electric Supply Corp. (KESC) 
Peshawar Electric Supply Co. 


—_ SSS eee ery ypc 


Oll and Gas 


insurance 


SN ee ee ee re ee ee ee 


Oil and Gas Development Corp. Lid (OGDCL) 
Pirkoh Gas Company Ltd (PGCL) 

Pakistan State Oil (PSO) 

Sui Southern Gas Corp. Ltd (SSGCL) 

Sui Northarn Gas Pipelines Ltd 

Pakistan Petroleum Ltd (PPL) 

National Refinery Ltd (NRL) 


Banking and Finance 


State Life Insurance Corp. 
Pakistan Re-insurance Co. Ltd 


Capital Market (Public Offer of Various entities) 


a a ee 


National Investment Trust (NIT) 


KAPCO i 


PIAC 
Investment Corporation of Pakistan (ICP) PPL 
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9. Streamlining of sanctioning procedure 


The new industrial package has streamlined the 
sanctioning procedure to alleviate difficulties faced 
by local and foreign investors. Requirement of the 
government sanction has been dispensed with to 
a large extent. The main features of the current 
sanctioning procedure are as under: 

(a) Projects with capital cost of up to Rs. 1,000 
million will no longer require sanction from 
any authority if the entire amount (both 
local and foreign including the recurring 
foreign exchange requirement) is proposed 
to be raised from private sources, except 
projects which fall in the specified list or 
where foreign equity is 50 per cent or more. 

(b) List of specified industries necessitating 
government approval has been reduced from 
12 to 7, viz. 

(i) Arms and ammunition, 

(ii) Security printing currency and mint, 

(iii) High explosives, 

(iv) Radioactive substances, 

(v) Alcoholic, beverages industry based on 
imported concentrates, 

(vi) Manufacture of automobiles, tractors 
and farm machinery, and 

(vii) Petroleum blending plants. 

(c) The government has also committed to 
ensure supply of infrastructure within 60 
days of sanction/approval of a project. These 
facilities will now be made available as one- 
window facility. 

(d) A time limit of 60 days has been fixed for the 

approval of a project. 
To ensure speedy implementation of these 
decisions, a Board of Investment (BO!) has 
been set up, headed by the Prime Minister, 
to monitor the progress of industrialization 
and to see that bottlenecks and procedural 
delays do not affect the overall development 
objectives. 

Based on information released in the Pakistan 

Economic Survey 2011-12 (pp. 47-48) progress 

Teport is summarized below. 

1) The last privatization transaction was Hazara 
Phosphoric Fertilizer Limited in November 
2008. Since then no privatization of public 
enterprises has taken place. 
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2) Privatization Commission is pursuing a 
Capital Road Map. This includes secondary 
public market and public offering of Pakistan 
Petroleum Limited and Exchangeable Bonds 
or Oil and Gas Development Company 
Limited. 

3) The Government has initiated empowerment 
of employees programme relating to public 
sector entities in the form of Benazir 
Employees Stock Scheme to employees of 78 
public/private organizations. 


INDUSTRIAL CREDIT 


Industrial finance is directly linked with the growth 
of the industrial sector in any country and is the sole 
determinant of the progress of industrial develop- 
ment. 

As far as the creation of the financial institutions 
was concerned, it may be mentioned that the first 
such institution which was developed to assist 
the industrial sector in Pakistan was the Pakistan 
industrial Finance Corporation, set up in 1949, in 
order to provide medium and long-term credit to 
industrial concerns, engaged in the manufacture, 
production, or processing in mining and in 
generation or distribution of power. In October 1957, 
another institution specially created for providing 
credit to the industrial sector was Pakistan Industrial 
Credit and Investment Corporation (PICIC) which 
is a public institution and was established with 
the support of the Government of Pakistan, the 
State Bank of Pakistan, the International Bank of 
Reconstruction, and the International Cooperation 
Administration of USA and a group of private 
investors from the UK, USA, Japan and Pakistan. 
Its object is to assist industrial enterprise in 
the private sector of the economy by providing 
finance, sponsoring and underwriting shares and 
securities, guaranteeing loans obligations, making 
funds available for reinvestment, and furnishing 
management, technical and administrative services 
to industry in Pakistan. 

in the area of industrial financing, the institutional 
structure is fairly well spread now. It now includes 
several specialized financial institutions besides 
8.130 branches of banks. These specialized financial 
institutions include IDBP, PICIC, NIT, Pak-Libya 
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Holding Company, Pak-Kuwait Investment 
Company (PKIC), Saudi Pak Industrial and 
Agricultural Company (SPIAC), etc. 

The development finance institutions cater to the 
different needs of industrial financing. For example: 
PICIC and IDBP advance loans to the private sector. 
While the PICIC caters to the needs of large-scale 
industries and its financial assistance is mostly in 
foreign currencies, the IDBP looks after the financial 
requirements of medium and:small-scale industries 
and that too in local currency largely. Besides the 
Development Finance Institutions, the commercial 
banks extend sizeable credit to the industrial sector. 


IMPORT LICENCING 


The system of import licencing was introduced in 
the 1950s and it still exists in a modified form. It 
is generally agreed that import licences have been 
a more effective form of import control than the 
tariff policy. According to Thomas, the pattern of 
imports, was by and large dictated by the decisions 
and actions of the decision-making authority. All 
the foreign exchange expenditure was regulated by 
a high level Foreign Exchange Committee which 
prepared a foreign exchange budget and allocated the 
budget to the public and private sectors. Once these 
allocations were made, the actual detailed import 
decisions were affected by three distinct systems: 

1. Government Imports: Various ministries, 
departments and government agencies sub- 
mitted their import requests to the Foreign 
Exchange Committee which determined 
the amount of exchange to be allocated. On 
this basis, government account licences were 
issued by the Chief Controller of Imports and 
Exports (CCI&E). 

2. Capital Imports for Industry: The policy for 
the import of capital goods was determined as 
part of the overall exchange policy reflected in 
the industrial investment schedule which laid 
down priorities between various industries. 
Investment was regulated by a number of 
government agencies like Central Investment 
Promotion and Coordination Committee 
(CIPCOC) and the Investment Promotion 


7. Rashid Amjad and Vigar Ahmad, The Management of Pakistan Economy 1947-82, Karachi: Oxford University Press, 1982, p. 247. 


Bureau. The CCI&E issued licences for the 
import of capital goods upon the authorization 
of one of these agencies. 

3. Consumer Goods, Industrial Raw Material 

and Spare Parts: The CCI&E issued licences 
for this category of goods which were the 
most important components of import. After 
the OGL was suspended, the licence system 
for this category was set up in 1952 in order 
to reduce imports. Although there were a 
variety of alternative methods to restrict 
imports, a system of rigid and detailed import 
licences was introduced with the government 
determining for every six-month shipping 
period the total value of licences to be issued 
and their allocation determined according to 
the commodity and the importer. The system 
proved effective during the post-Korean 
recession (1952-55) but, as in common with all 
control mechanisms, it not only failed to keep 
pace with the basic economic changes, it also 
became a source of corruption and bribery. It 
created a wide gap between the world prices 
and the internal prices of goods imported at the 
official exchange rate and enabled importers 
to earn monopoly profits, particularly after 
introducting the category system. Another 
problem was the principle of ‘essentiality’ which 
governed the allocation of import licences 
giving least priority to consumer goods, 
particularly luxury items and high priority 
to raw materials, spare parts and machinery. 
This created a very protected and potentially 
profitable market for the domestic production 
of consumer goods when the highest protection 
was given to the least essential consumer goous 
industries. This protection was further enforced 
by the pattern of tariff duties. 


The licence system also became a source of 
economic disparity between East and West Pakista® 
since West Pakistan's economy received about tw0- 
thirds of the public and private investments durin g 
the 1950s and about the same ratio of total imports- 
There were numerous importers in West Pakista? 
and their operations were larger and thus they 
received more import licences.’ 
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Direct Impact of Import licencing 
on Industrial Structure 


One effect of the import licencing system was 
on the relative price structure and differential 
incentives to import substitution or industrial 
expansion. Naqvi's classification of data on import 
licences actually issued give an opportunity to look 
more closely at the direct impact of the licencing 
system in (i) restricting imports of the competing 
goods and (ii) providing imports of intermediate 
goods and spare parts to industrialists. One should 
remember that the receipt of licences to import 
directly was a substantial source of profit, due to 
the high scarcity value of such intermediate goods. 
Naqvi’s data are not classified in precisely the same 
way as are the industrial output, trade and tax data, 
but there is a great deal of similarity. It 1s possible 
to reconstruct for a list of industries comparable 
to that with which this chapter is concerned, the 
licences issued for imports competing with 14 
manufacturing industries, for almost a decade, 
and the licences issued to industrialists producing 
output of twenty-four different manufacturing 
industries corresponding roughly to those on which 
the output data were available. . 
The evidence on licences issued for competing 
imports is scattered. Licences for tobacco products, 
cotton, silk and artificial silk textiles, soaps, and 
cosmetics were restricted progressively throughout 
the period 1953-63, while paper products is a mixed 
category. In Naqvi's classification scheme, it was also 
being restricted. These are the industries in which 
import substitution was progressing rapidly. There 
are other changes that are related systematically to 
the import substitution process, competing imports 
of petroleum products expanded rapidly in the 
1950s, but with the construction of a new refinery 
and rapid import substitution in the industry in 
the early 1960s, there was a decline in the growth 
of competing imports. The changes in machinery 
and in electrical machinery and equipment licences 
bear mentioning, since it is quite clear that imports 
Of these goods were expanding rapidly, though the 
data does not indicate this. The problem is basically 
that the private sector imports of machinery to set 
Up new capacity are not licenced through the regular 
Procedure and they do not appear in these data. 
However, it is of interest to see that the commercial 


imports of such goods were not expanding at a rapid 
rate and to recall that these two industries were both 
experiencing import substitution throughout the 
period. Finally, competing imports of the rubber 
products industry were expanding very rapidly 
in the early 1960s when the industry was having 
‘negative’ import substitution. Fe 

If the above cases are typical, then it is fairly clear 
that the licencing system was consistent with the 
pattern of import substitution that occurred. If it is 
true that ‘all’ manufactures were scarce in the mid- 
1950s, however, then it is likely that the commercial 
import licencing policy followed other criteria: after 
domestic capacity had been established, competing 
imports were restricted relatively more by the 
licencing authorities. That is, differentially tight 
import licencing did not necessarily determine 
investment decisions but was a factor in protecting 
the domestic industry after that industry was 
established. This is consistent with the view (i) 
that it was not necessarily the industries that were 
relatively more protected by licencing or by tariffs 
in which domestic capacity was established, and 
(ii) that other factors such as availability and price 
of raw materials and domestic marketability of the 
output, led investors to choose among the variety 
of products that, in effect, were protected across the 
board by the general restrictions on imports. 

In general, the pattern of growth rates of import 
licences issued is related somewhat to the pattern 
of growth rates of manufacturing industries given 
earlier. With some exceptions, such as footwear, silk 
textiles and a few other extremes, the rates of growth 
of industrial import licences issued correspond 
roughly to the rates of increase in output. Using the 
data on import coefficients in the various industries 
in combination with the data on licences actually 
issued, one may examine more closely the relation- 
ships between the industrial licencing decisions and 
the rates of growth and levels of output of industries 
in the most recent period, 1959-60 to 1963-64. 

The imports implied by multiplying (i) the 
import coefficients of the input-output table by 
(ii) the estimates of gross output in the various 
industries, correspond quite closely to the actual 
industrial import licences issued in 1959 and 
1959-60. There were only a few industries that 
year for which the two magnitudes do not agree 
fairly well. Three of these (cotton, Jute and silk 
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and artificial silk textiles) were all supplying some 
of their intermediate ‘requirements’ by importing 
under Bonus Vouchers, so that the industrial 
licences issued were not as great as the implied use 
of exports for this industry. Transport equipment 
has higher import licences issued than implied 
imports, for which there is no ready explanation. 
Finally, chemicals, pharmaceuticals and soaps have 
deviations of licences from imports that almost 
exactly offset one another, so that if there were 
errors in either classification system (for the input- 
output table or for licencing data), a combined 
chemicals and soaps industry would have almost 
the exact amount of implied imports as licences 
issued, 

Similary, data is not available in the Pakistan 
Econontic Survey 2008-2009. 

However, groupwise production of large scale 
manufacturing of three years is tabulated below, see 
Table 12.2. 


INDUSTRIAL INVESTMENT 


The overall scenario relating to industrial invest- 
ment is given in Table 12.3, 


Table 12.2 Growth of LSM 


% Change in 2011-2012 


S.No. Group (July-March) 

over 2010-2011 
1, =‘ Textile and Apparel 20,97 
2. Food, Beverage & Tobacca 12.37 
3. Petroleum group 5.51 
4, Pharmaceuticals 3.62 
S.  Non-metalic Mineral Product 5.36 
6. Auta-mobile 4.61 
7. Fertilizer 4.44 
8. Tyres and Tubes 0.26 
9. Chemicals 1.72 
1G. Electronics 1.96 
Other groups 39.24 
100 


FOREIGN INVESTMENT 


Foreign investment has a significant role in 
the promotion and diversification of economic 
growth, importation of new technology, efficient 
management and marketing techniques. The 
government has enacted an extensive package of 
incentives which includes complete deregulation, 
Foreign investors are placed at par with local 
investors in this package. To increase the flow 
of foreign investment and build the investor's 
confidence in Pakistan, these incentives range 
from reduced or zero import duty on machinery 
and equipment, exemption from levy of tax on 
income, one window operation, fully developed 
infrastructure, supply of utilities of high quality and 
availability of fiscal and monetary incentives. They 
have provided a competitive edge to Pakistan and 
have played an important role in directing the flow 
of investment. 


Policy Incentives. The following policy incentives 

are available to foreign investors: 

¢ Foreign exchange controls have been relaxed. 

¢ Foreign investors have been allowed participation 
in local projects on 100 per cent equity basis. 

« ‘There is no requirement of having local partners 
and full repatriation of capital and dividend is 
allowed. 


7 2011-2012 

2007-2008 2008-2009 uly-March) 
5 1 0.8 
6 “11 65 
§ -9 -57 
25 1 10.9 
17 5 2.9 
-3 ~39 -0.8 
-3 22 0.4 
~7 -4 24.6 
5 4 4,7 
-4 ~31 -7.5 


Source: Extracted from Pakistan Economic Survey 2008-2009, Islamabad: Government of Pakistan, Table 3.1, p. 40, and Pakistal 


Economic Survey 2011-2012, Table 3.1, p. 39. 








« Ceilings on payment of royalties and technical fee 
have been abolished. 

« Work permit restrictions on expatriate managers 
and technical personnel working in industrial 
undertakings have been withdrawn and remit- 
tance restrictions have been eased. The limits on 
their salaries have also been removed, 

« The number of specified industries requiring 
government sanction has been reduced to four 
which are: 

— Arms and ammunition 

— High explosives 

— Radioactive substances 

— Security printing, currency and mint 
(establishment of new units for the manufac- 
ture of alcohol, except industrial alcohol, is 
banned}. 

« There is no requirement for obtaining No 
Objection Certificate (NOC) from the provincial 
government for locating the project anywhere in 
the country except the areas which are notified 
as negative areas. 


FOREIGN INVESTMENT OPENINGS 


The Board of Investment in Pakistan offered to 
foreign investors the following sectors: 


Energy: Oil and gas drilling and refining power 
generation, particularly coal fired units using 
high quality coal resources in the country. 

Ommunications: Development of ports, ship 
building, highway construction, expansion of 
telecommunications network based on fibre optic 
technology, rail and road construction linking 
Pakistan with Turkmenistan. 

Agribusiness: Agro food industry, processing in- 
cluding dehydration, packaging, and preservation 
of fruits and vegetables. 

Services: Hotels, fast food chains and departmental 
Stores, tourists resorts, amusement parks includ- 
ing ski resorts etc. Housing and hospitals. 
anufacturing industry: Precision technology 
and heavy industry chemicals, petrochemicals 
and fertilizers, engineering goods, automobiles, 
automotive parts and equipment, electronics, 
Software development and office automation 
€quipment, textile, leather garments and foot 
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wear industry, steel and steel products, environ- 
mental conservation—pollution abatement, 
and paper recycling etc., plastic based products 
including PVC items. 

Others: Banking/brokerage/insurance, livestock. 


Foreign investors 


USA, Russia, Canada, Kazakistan, UK, Greece, 
Belgium, Spain, Sweden, China, Germany, Japan, 
France, South Korea, Malaysia, Italy, Philippines, 
Turkey, Saudi Arabia, Qatar, UAE, Egypt, and 
Kuwait have shown interest in these sectors, 

In the overview of the economy in the Pakistan 
Economic Survey 2008-2009, an update is given 
which is reproduced below: 

The overall foreign investment during the first ten 

months (July-April) of the current fiscal year has 

declined by 42.7 per cent and stood at $2.2 billion as 
against $3.9 billion in the comparable period of last 
year. Foreign direct investment (private) shown some 
resilience and stood at $3205.4 million during the first 
ten months (July~April) of the current fiscal year as 
against $3719.1 million in the same period last year 
thereby showing a decline of 13.8 per cent. If viewed in 
the massive fall in capital flows to emerging economies, 
even this decline in FDI seems to be reasonably good. 

Private portfolio investment on the other hand showed 

an outflow of $451.5 million as against an inflow of 

$98.9 million during the comparable period of last 


year, 
During July-April 2011-2012, FDI stood at US$668 
million representing a very low amount. 


INVESTMENT POLICY, 1997 


The government facilitated foreign investment 
by announcing a ‘New Investment Policy’ which 
included major policy initiatives and opened 
new horizons, In the past, foreign investment 
was restricted to manufacturing sector which 
covered only 18 per cent of GDP. Now foreign 
investment was being encouraged in sectors like 
agriculture and services which constituted above 
three fourth of GDP. The main objective of the 
New Investment Policy was to enhance the present 
level of foreign investment to at least US$2 billion 
per year in the fields of expanding the industrial 
base, infrastructure and software development, 
electronics, engineering, agro-food, value added 
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tourism and construction industries. Some - A composite scheme of National Industrial 


5 extile, ; 
= io ma ¢ © S$ & @ $$ &@ & F&F ee ee : Fient features of the Investment Policy, 1997 are: Zones (NIZs) engulfing industrial estates, free 
aS F = 2 ti 7 7 7 7 ~ _ sh 7 id = : . Foreign Investment on repatriable basis is industrial zones and free trade zones would 
= E . ; now also allowed in agriculture, service, infra- be launched to promote export oriented units. 
>| = o on = ; structure and social sectors subject to: However, this would not hamper the develop- 
5 = 7 2 = rs S < z o oO al 3 = Mt oF (i) Joint venture basis (60:40). ment of EOUs all over the country. 
a | {i (ii) Amount of foreign equity shall be at least » Tariff rationalization at both provincial and 
2 | US$1 million. faderal level to facilitate foreign investment. 
Sls - © ® o© ww w « | " (iii) Foreign companies registered in Pakistan 
o rf - : - = ~ be) Te] . : : P ‘ 
A S ‘ : i 7 ” “ bs - 2 9 = 33 rs ° to be allowed. Unfortunately, Foreign Direct Investment in Pakistan 
‘ |e (iv) In the case of social sector and infra- has been declining as is apparent from Table 12.4. 
z m | 2 i i structure projects, the condition of joint . ~ 
3 3 ag 6 Ww ol 2 6g s = a: ‘§ 4 @ is venture will not be applicable (100 per An update on Foreign Investments given in the 
- | oa cent foreign equity may be allowed). Pakistan Economic Survey 2003-04 (pp. 35-37) is 
S| 9 on . The manufacturing sector has been prioritized reproduced below: 
a ¢ < | ne oS 3 | ht 9 no ) = = | in four categories: 
g a. ? bi T 7 1 a 1 = oc | (a) Value added or export industries 
: 1 | (b) Hi-tech industries FOREIGN INVESTMENT 2003-04 
ra} rh in 7 (c) Priority industries . 
£ si | S 5 rs 3 = - ey 3 = . rh in : (d) Agro-based industries Cross-border trade and direct investment have 
a i NN a 1 
" ° ie > | . ‘The tariff on imported plant, machinery and expanded rapidly over the past three decades. 
“A i equipment (PME) which is not manufactured The surge in global FD! flows accelerated eee 
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al $ & $8 8 2 @€ 8 € § 3 gg & ¢ ¢ Hi y : aly Sninciek | 
KS: t o = = =) hs wi o S o < ~ 3 f made zero rated while for categories (c), (d) 9 USS1.3 trillion in 2000, before alling off to an 
ao | and social services will be charged @ 10 per estimated US$725 billion in 2001. Most of these 
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5 i 4 emphasis on productivity, skills, and Foreign Direct Investment (FDI), being the 
: : | discipline. single largest component of private capital flows, 
ci m s 9 s © The sources of investment will not be probed _has contributed to investment and growth in the 
o| = Fog g g ‘4 § ; by any official agency. : developing countries, leading to technological 
a| = ~ = E c = on, a 5 a 3 aw = = : improvements, reduction in poverty and improve- 
slal @ 5s $ 8 € # F & & § $ 8 6 8-lg 





270 THE ECONOMY OF PAKISTAN 


ment in living standards. The distribution of these 
flows has, however, remained uneven. The countries 
that lagged behind in attracting FDI are the ones 
that faced macroeconomic instability, pursued 
inconsistent economic policies, had relatively 
poor physical and human infrastructure, and had 
bureaucracies that did not pursue initiatives with 
conviction, Pakistan has been introducing reforms 
to attract the inflow of foreign investment since the 
early 1980s, but FDI crossed the one billion dollar 
mark only once in 1995-96. During the last two 
years, PDI is striving to approach the one billion 
dollar mark and this year is likely to cross that magic 
number. 

The improvement in Pakistan's macroeconomic 
performance and the upward revision of the 
economy's credit ratings can help attract large inflow 
of foreign investment. Over the last three years, the 
government has succeeded in removing various 
irritants which affect the business and investment 
climate. 

Foreign Direct Investment witnessed an increase 
of 9.3 per cent in the first ten months (July-April 
2003-04) rising from US$695.9 million to US$760.4 
million. However, portfolio investment registered 
an outflow of US$131.3 million during the same 
period as against an outflow of US$1.4 million in 
the corresponding period last year, By the end of the 
current fiscal year, FDI is expected to cross US$1.0 


Table 12.4 Group-Wise Distribution of FDt 


Economic Group 


billion as a result of the issuance of two cellular 
phone licences amounting to US$291 million each 
half of this amount is expected to be received before 
the end of the fiscal year. 

The rise of 9.3 per cent in Foreign Direct 
Investment (FDI) is attributed to inflows in three 
sectors, namely, mining, quarrying, and oil and 
gas; transport and communication; and finance. 
Inflows from Switzerland accounted for 31.9 per 
cent followed by the United States (27.2 per cent), 
the UK (12.0 per cent), the UAE (8.6 per cent) 
and Saudi Arabia (5.0 per cent). FDI inflow from 
Switzerland is extraordinarily high because of the 
purchase of a 15 per cent stake in Habib Bank by 
a Swiss group for US$208 million. The remaining 
inflows are unevenly distributed among various 
countries. The group-wise break-up shows that the 
financial business has accounted for the largest slice 
of FDI at 31.3 per cent followed by 22.3 per cent 
in Mining and Oil and gas exploration. The power 
sector accounted for a mere 2.0 per cent in FDI. The 
trade, transport, storage and communication group 
received 17.7 per cent while the chemical, pharma- 
ceutical and fertilizer group accounted for a 3.1 per 
cent share, Petrochemicals and refining accounted 
for 8.0 per cent while construction improved from 
1.9 per cent to 3.2 per cent in the total FDI. The 
textile industry received 3.5 per cent. 

The break-up of FDI inflow is given in Table 12.4. 


EO oe 


Power 
Mining and quarrying—oil and gas 
Chemical, pharmaceutical and fertilizer 
Petro chemical and petroleum refining 
Financial business 
Transport and storage, Trade and Cammerce 
Construction 
Faod, beverages and tobacco 

- Machinery other than electrica! 
Textile 
Cement and non-metallic mineral products 
Etectronics 
Others 


Total 


fp aNnou bh. wn = 


ee ee 
Oonreo 


(Million USS) 

1998-99 1995-2000 2000-2001 asap 

(July—April) 
131.4 67.4 40.3 33.6 
112.8 79.7 84.7 134.6 
54.1 119.9 26.3 15.3 
38.8 12.0 8.7 2.6 
24.4 29.6 (~) 34.9 43 
38.8 38.6 96.5 65.5 
13.9 21.1 12.5 10.4 
7.4 49.9 45.1 6.4 
14.6 4.6 2.5 8.7 
1.7 4.4 46 11.7 
2.0 0.1 15.2 0.4 
1.2 2.3 2.8 15.2 
31.2 40.3 18.1 32.5 
472.3 469.9 322.4 344.2 


Source: Pakistan Economic Survey 1999-2000, \stamabad: Government of Pakistan, Finance Division, Table 3 8(b), p. 40; 2000-2001, 


° Table 3.10(b), p. 45; 2007-2002, Tabla 3.12, p. 41, 
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INFRASTRUCTURAL POLICIES 


Infrastructure requires careful maintenance, 
continued improvement as well as expansion 
to effectively meet the growing demands of an 
expanding economy. Any deficiency allowed to 
develop therein can seriously jeopardize the efficacy 
of the intricate network of backward, forward, 
and lateral linkages which are crucial to sustain 
economic growth. 

The demand for transport and communications 
sector services, is derived from the projected growth 
of agriculture and industrial sectors in the plan. The 
development programme of this sector principally 
aims at developing transport facilities to meet the 
demand and avoid the emergence of the bottlenecks. 
In spite of the importance of this sector, it has 
not received adequate priority due to the pressure 
from other competing programmes. However, the 
development of transport and communication was 
not totally ignored. 


Policy during the Fifth Five Year Plan 


Realizing the importance of this sector, the 
government decided to invest Rs. 27,423 million in 
the transport and communication sector, including 
public and semi-public corporations. 

The policy for various sub-sectors is given 
below: 


Railways 
The Fifth Five Year Plan suggested that the planned 
railways development programme will cost Rs. 6,773 
million, which will be utilized during the Plan 
Period to complete the following targets: 
(1) To improve the average daily mileage of D.E. 
goods’ engines from 150 to 199. 
(2) To improve the average daily mileage of D.E. 
passenger engines from 330 to 370. 
(3) To reduce the percentage of D.E. Locomotives 
under repair from 14 per cent in 1974-75 to 
10 per cent (1967-68 level) in 1982-83 by 
improving the workshop efficiency. 
(4) To increase the number of hours per day 
per diesel electric locomotive from 15.0 
in 1974-75 to 17.4 in 1982-83 (1955-60 


level). 


°c eee 
8. Fifth Five Year Plan, Islamabad: Government of Pakistan, p. 118. 
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(5) To increase wagon miles per day per wagon 
on line from 30 in 1974-75 to 45 in 1982-83. 

(6) To increase the average daily passenger coach 
miles per coach in use from 210 to 230. 

(7) To increase the average net-tons per freight 
train from 613 to 700. 

(8) To improve the wagon turnaround time from 
14.5 days to 9 days. 

(9) To improve the utilization of wagons by 
30 per cent. 

(10)To increase the marshalling capacity from 
12,800 to 17,000 wagons per day. 

(11}To reduce the percentage of unserviceable 
wagons from 5.64 in 1976-77 to 2.14 in 
1982-83 (the level achieved in 1965-66). 

(12) To increase the proportion of bogie wagons 
from the existing 9 per cent to 20 per cent. 


Highways 

Pakistan had 58,000 miles of highways of which 
18,000 miles were of high type and 40,000 miles 
of low type (estimated up to 30 June 1978). This 
averaged approximately 17 miles per hundred 
square miles of area which was very low as 
compared to the average for South-East Asia which 
was approximately 26 miles per hundred square 
miles of area." 

Given the resources constraint and the strategy, a 
programme of Rs.7,734 million will be undertaken 
for the development of roads. 

The strategy and policy adopted for highways 
development were: 

(i) The projects in hand, which number about 
700, should be reviewed to re-prioritize 
in order to reduce the projects and avoid 
depletion of resources. 

Gi) The improvement of major national and 
provincial highways will have the highest 
priority so that they could cater for the 
increased traffic. 

(iii) In case of other roads, priorities have to be 
re-established and only those projects should 
be undertaken which contribute towards 
the economic development of Pakistan and 
indicate quick economic returns. | 

(iv) New roads will now be provided only for 
opening up of hitherto isolated areas of 
Pakistan. 
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(v) Work on bridges on major rivers should 
continue as they would provide shorter links 
to the hitherto isolated areas, 

(vi) Development of farm-to-market roads 
should be undertaken and financed under 
the rural development programme. 

(vii) Work on strategic roads of priority-I will be 
completed. 


Road Transport 


During the Fifth Five Year Plan period, the total 
allocation for road transport was Rs. 1,750 million 
for the purchase of 5,261 buses. The estimated 
investment in road transport was expected to meet 
93 per cent demand of goods traffic and 87 per cent 
demand of passenger traffic. 

The Fifth Five Year Plan's policy in respect to 

road transport was: 

(1) To ensure a significant improvement in 
fast increasing passenger and freight traffic 
demand, especially in the urban areas. 

(2) To integrate backward regions and rural 
areas with more advanced regions through 
an adequate road transport system. 

(3) To improve operational and maintenance 
efficiency of public sector road transport. 

(4) To initiate comprehensive measures to check 
the growing problem of highway accidents. 

(5) To encourage private sector investment by 
removing constraints which have slowed 
down investments in the past. 

(6) To introduce large-sized trucks (20-50 tons) 
for operational economy. 


Ports and Shipping 


Ports: The following strategy was proposed for the 
development of ports: 
(1) Highest priority will be given to Port Qasim 
to meet the requirements of the Steel Mill. 
(2) Overall expansion of the port’s capacity to 
: eliminate congestion. 
(3) The role of Port Qasim and Karachi Port will 
be coordinated. 
(4) Studies will be carried out for the construction 
of another port on the Balochistan coast. 


9. Fifth Five Year Plan, Islamabad: Government of Pakistan, p. 122. 


Shipping: The national merchant fleet of Pakistan 
at present consists of 48 ships with a capacity of 
375,000 DWT. On account of insufficient fleet 
replacement, the average age of the fleet was tao 
high (i.e. 15 years) and the age distribution jg 
unfavourable. In order to improve the efficiency 
of the shipping sector, the following strategy was 
suggested during the Fifth Five Year Plan: 

(1} To increase the operational efficiency of the 
general cargo between a minimum of 4.8 
tons and desirable target of 5.2 tons. 

(2) Ships over 20 of years age will be replaced by 
new ships, preferably of standard design, to 
build up a more efficient fleet. 

Priority will be given to rehabilitate the liner 

service, Older ships being replaced on liner 

service would be used as tramps and carry 
the semi-bulk cargoes such as cement, rice, 
wheat, fertilizers, and phosphate. 

(4) The dry bulk cargo for the proposed Steel 
Mill would be initially carried in chartered 
vessels until Port Qasim reaches the optimal 
operation when 75,000 DWT vessels can be 
accommodated and a permanent national 
fleet for these transports is acquired. 

(5) Local manufacture of ships to the extent 
of 50 per cent of the sister ships will be 
arranged at the KSEW, 


(3 


~— 


Civil Aviation 


Air travel demand in Pakistan is increasing 
rapidly, The average annual growth rate in case of 
domestic passenger traffic has been 13 per cent and 
international traffic 19 per cent. This increase 1 
air travel demand necessitated the fleet expansion 
of PIA besides air navigational system, and com- 
munications. Fire and rescue facilities and security 
measures must be increased. 

An allocation of Rs.1,350 million was made fot 
the civil aviation programme to meet their urge! 
requirements. The main objectives of the civil 
aviation programme were: 

(1) Consolidation of the existing infrastructuf® 
with the expansion of capacity whefé 
absolutely necessary. 

(2) Providing top priority to passenger safety 
and operations by providing telecommunicé” 
tion and navigational support. 
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(3) To provide ground safety measures covering 
the firefighting and rescue service. 

(4) No new airports will be built (except at 
Khuzdar and Panjgur in Balochistan) where 
air operation has become risky and improve- 
ment is required urgently by way of black 
topping the runways. 

(5) To develop interim terminal facilities 
at Lahore where congestion has already 
reached a critical stage. 

(6) Construction of a new International Air 
Terminal at Karachi will be undertaken as a 
commercial project. 

(7) Training and engineering facilities will be 
expanded and research in the field of civil 
aviation initiated. 


Telecommunication 


The estimated capital requirement for the proposed 
plan of telecommunication required Rs. 3,700 
million. Out of this, about Rs. 1,230 million would 
be spent on the ongoing schemes and the rest on 
new schemes. This also included Rs.150 million 
for the development of telecommunications in the 
Northern Areas and Azad Kashmir through special 
communication organizations."” 

The following strategy was designed for the 

development of telecommunication: 

(i) To augment long distance and subsidiary 
trunk routes capacity to cope with 14 per 
cent annual growth in traffic, to connect 
new places and remote areas and. increase 
of national/international traffic handling 
capacity of the links and to establish reliable 
links in NWEP (now Khyber Pakhtunkhwa) 
and Balochistan including the Makran 
Coast. 

(ii) To accelerate the expansion of telephone 
facilities to rural and underdeveloped areas 
by establishing on a national basis, long 
distance public call offices either in telegraph 
or subpost offices. 

(iii) To raise the telephone density from 3.86 to 
5.45 per 1,000 persons, by installing 200,000 
new telephone lines, thereby utilizing the 
manufacturing capacity to full extent. 


(iv) To complete Nation Wide Dialling (NWD) 
facilities for 61 towns/cities. 

(v) To continue modernization and improvement 
of telegraph and telephone services. 

(vi) To develop local manufacturing of sophisti- 
cated telecommunication equipment, spares 
and primary and secondary cables. 

(vii) To augment international telecommunication 
channels via satellite. 

(viii) To increase the telephone exchange to a 
total of 1,075; 875 in rural areas and 200 in 
urban areas. 


Post Offices 


The total number of post offices by June 1978 was 
9,643, out of which 2,057 were in urban areas 
and 7,586 in the rural areas. Each post office, on 
an average, served an area of 32 sq. miles and 
a population of 7,630 persons. During the Fifth 
Five Year Plan, the post office expansion work and 
their development plan will be accelerated by an 
amount of Rs. 180 million, with the adoption of the 
following policy: 

(i) The criterion of population will be lowered 
from 2,000 to 1,000 per village or group of 
villages; 

(ii) The limit of permissible loss per post office 
per year will be enhanced from the existing 
Rs. 600 to Rs. 1,500; 

(iii) The criterion of distance of a proposed post 
office from the nearest existing post office 
will be lowered from 4 miles to 3 miles in 
well-populated areas in order to increase the 
density of rural services; 

(iv) New post offices in the underdeveloped areas 
of Pakistan will be provided irrespective of 
profit and loss; and 

(v) Villages selected as model villages or as IRD 
Markaz will in any case be provided with 
postal facilities. 


Policy during the Sixth Five Year Plan 


The basic issue for the Sixth Five Year Plan was a 
rational allocation of inland freight traffic between 
rail and road network. An unhindered continuation 
of the existing trends would take the rail/road traffic 


a 
10. Fifth Five Year Plan, Islamabad: Government of Pakistan, pp. 130-31. 
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ratio from 25.75 in 1982-83 to 23.75 in 1987-88, 
which would have extremely adverse implications 
an the national economy. 

The development of transport and communica- 
tions infrastructure was allocated an investment of 
about Rs.90 billion out of the total plan outlay of 
Rs. 495 billion. Of this total, Rs. 64 billion had been 
earmarked for public investment and Rs. 26 billion 
for the private sector. The policy for various sub- 
sectors is given below: 


Railways 


During the Sixth Five Year Plan, it was proposed, 
that an investment of Rs.13 billion be made in 
this sub-sector, including an ongoing programme 
of Rs.2.9 million earmarked for the Plan period. 
Railways contribution would amount to Rs. 5 billion, 
assuming a rationalization of tariff structure. The 
salient elements of the development programme for 
railways were: 

(i) In addition to the rehabilitation programme 
for old locomotives already underway, thé 
requirement for additional new locomotives 
was placed at 105. 

(ii) In order to have a continuous stretch 
of upgraded track, renewal work on the 
remaining 470 kms of the main line will be 
given the highest priority; also, 422 kms of 
sleeper renewal will be carried out on main 
and branch lines. 

(iii) All bridge works will be completed on 
sections where rail and sleeper renewal has 
already been done. 

(iv) Manufacture of 600 new carriages—248 for 
replacement and 352 for additional traffic— 
will be undertaken. 

(v) Electric traction will be introduced on 
Khanewal-Samasata loop section and 
Abegum—Kolpur Section. 

(vi) Relay interlocking will be provided in 
Lahore-Khanewal and Khanewal-Lodhran- 

; Samasata sections to improve signalling, 

(vii) Doubling of track will be carried out on 

Lodhran-Khanewal loop. 


ee ere ee ee 
TI. Sixth Five Year Plan, Islamabad: Government of Pakistan, p. 265, 





Highways 


Pakistan had about 12,000 kms of all types of roadg 
giving an average density of 0.16 km per Square 
km of area, which was approximately one-third of 
the generally accepted standard for the developing 
countries with similar topography and level of 
economic development."' 

The following policies, backed up by an allocation 
of Rs, 13 billion in hte public sector and Rs. 5 billion 
in the semi-public sector, were proposed for the 
Sixth Plan: 

(i) It was proposed to construct 3,500 kms of 
new roads and improve/widen about 3,750 
kms of the existing ones. Projects for new 
roads will be limited to only cases involving 
opening up of isolated areas. Under the 
improvement programme, priority ranking 
would be assigned to sections on the basis 
of actual traffic needs projected economic 
returns. 

(ii) The proposed second carriageway between 
Karachi and Nowshera will be financed 
largely by the private sector, with some 
government equity, and this private invest- 
ment will be repaid after ten years with a 
good rate of return out of the tolls to be 
levied on highway traffic. 

(iii) A provision of Rs. 5.47 billion had been 
made for the provinces to complete their 
ongoing projects and carry out necessary 
improvements to their existing roads. 
Some new road links will be constructed to 
connect isolated areas. 

(iv) Six new major bridges would be constructed 
on the main rivers and other streams to 
ensure all weather connections between 
various parts of Pakistan. In addition 
Dera Ismail Khan and Ghazi Ghat Bridges 
currently under construction, will be 
completed. 


Road Transport 


The proposed investment of public sector in road 
transport for the Sixth Five Year Plan period was 
approximately Rs. 1,500 million. In addition 
National Logistics Cell (NLC) will invest Rs. 67! 
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million from self-financing. The requirement of 


rivate sector investment in road transport was 


projected at around Rs. 33 billion, but the likely 
availability was estimated at Rs. 23 billion. The 


olicy for road transport was: 

(i) Urban transport would continue to be a joint 
responsibility of the government and the 
private sector. The size of the public sector 
bus fleet will be doubled by the terminal year 
of the Plan. The remaining transport require- 
ment, estimated at around 3,200 buses or 
equivalent light commercial vehicles, will be 
provided by the private sector. 

(ii) Inter-city passenger and freight transport, 
too, would continue to be shared at present 
by the public and the private sectors. 
Public transport service in this field will 
be strengthened, however, the bulk of the 
investment will continue to be made by the 
private sector. It was anticipated that the 
private sector will induct around 18,000 
new buses, to meet the current shortfall as 
well as the new requirements. In addition, 
the number of light commercial vehicles in 
service will be doubled. 


Ports 


Port facilities were considerably improved during 
the Fifth Five Year Plan. The programme formulated 
for the Sixth Five Year Plan envisages completion 
of ongoing projects and the following new 
Programmes, with an estimated cost of Rs, 1,884 
Million in the public sector and Rs. 1,570 million in 
the semi-public sector: 


Public Sector 
(i) Port Qasim to be commissioned as a bulk 
cargo handling port by: 

(a) Completion of the ongoing program- 
me, acquisition of mechanical cargo 
handling equipment and construction 
of transit silos. 

(b) Acquisition of its own dredger to avoid 
the excessive cost of dredging through 
contract. 

(c) Developing an oil terminal of 3 million 
ton capacity. 


(ii) Execution of second phase of the Jinnah 
Bridge. 
(iii) Construction of a mini-port at Gwadar. 


Semi-Public Sector 

Construction of a 1.7 million ton container terminal 
and an oil products berth as well as acquisition of 
cargo handling equipment/tugs for Karachi Port 
(estimated cost Rs. 1,570 million). 


Shipping 


The performance of Pakistan National Shipping 
Corporation was far from satisfactory during the 
Fifth Five Year Plan. An allocation of Rs. 3,000 
million had been made during the Sixth Five 
Year Plan for shipping sector’s development and 
acquisition of: 

(i) 4 full container ships either by PNSC or 
the private sector by the time the container 
terminal comes into operation; and 

(ii) 5 multi-purpose cargo ‘sister’ ships (i.e. with 
identical designs) by the PNSC. 


Civil Aviation 

The sole purpose of the creation of Civil Aviation 
Authority was to take up projects in the air 
transport sector and passenger as well as freight 
handling capacity of all the major airports needing 
expansion for long-term requirement. The proposed 
plan for civil aviation was as under: 

(i) The international airports at Karachi, 
Islamabad and Lahore will! be provided with 
new terminal buildings and facilities as 
commercial ventures. 

(ii) At other airports, runways and other 
physical infrastructure will be augmented to 
meet the future traffic requirements. 

(iii) Nawabshah airport will be developed as 
an alternative airport to Karachi in case of 
emergencies. 

(iv) Augmentation and improvement of air 
navigational aids and air communication 
system for ensuring greater operational 
safety will be accorded the highest priority. 

(v) Cargo handling facilities and cargo terminals 
will be developed at Karachi, Islamabad, 
Lahore, Peshawar, Faisalabad, Multan and 
Quetta airports. 
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(vi) Feeder services will be introduced from 3 
to 4 feeder stations. In addition, air shuttle 
services between congested points will also 
be considered, possibly in association with 
the private sector. 


The investment proposed for PIA during the Sixth 
Five Year Plan was Rs.2,720 million. The policy 
framework for PIA will be as follows: 

(i) Consolidation of the route network and 
traffic during the first half and moderate 
growth during the second half of the Plan 
period. 

(ii) Phasing out of Boeing 707 and 720-B 
aircrafts, 

(iii) Continuous emphasis on cost control, 
including reduction of manpower employed 
per aircraft, higher utilization of fleet and 
load factors etc. It was proposed to increase 
the seat factor from 64.6 per cent in 1982-83 
to 67 per cent in 1987-88. Similarly, the load 
factor for cargo was to be increased from 
49.6 per cent in 1982-83 to 51.4 per cent in 
1987-88. 

(iv) Improvement in the liquidity position to 
generate funds for financing the purchase of 
new aircrafts. 


Telecommunication 


Telegraph and Telephone: There has been a large 
increase in communication traffic while the system 
could not keep pace with the demand. The policy 
and strategy for this sector during the Sixth Five 
Year Plan were supported by an investment of 
Rs. 10.1 billion in the public sector and Rs. 3 billion 
in the private sector. The policy adopted was: 

(i) To provide for a quantum jump in telephone 
connections to clear the backlog in demand 
as far as possible and the expansion of 
telephone facilities to rural and under- 
developed areas. 

- (ii) To complete nationwide dialling facilities for 
107 towns and cities. 

(iii) To develop the local manufacture of sophis- 
ticated telecommunication equipment. 

(iv) To augment international telecommunication 
channels via satellites, 

(v) To introduce automaticity, wherever possible, 
to cut down current and arbitrary billing. 


Post Offices: The number of post offices in Pakistan 
had reached 11,528 by June 1983; 2,535 in urban 
areas and 8,993 in rural areas. Each post office 
would, on an average, serve an area of 69 sq kms 
and a population of 7,375 persons. According to the 
United Postal Union, the area and population served 
by a post office would average between 20 to 40 sq 
kms and 3,000 to 6,000 persons. It was, therefore, 
necessary to open at least 1,500 new post offices 
during the Sixth Five Year Plan period, out of which 
1,000 would be in rural and 500 in urban areas. An 
allocation of Rs. 350 million had been made in the 
Sixth Five Year Plan to back up this programme. 


Policy during the Seventh Five Year Plan 


Like the previous Five Year Plans, the necessity 
to further strengthen the means of transport and 
communication was also strongly felt during 
the Seventh Five Year Plan. In order to meet the 
increasing demand of developed infrastructural 
facilities, it was proposed to invest Rs. 104.8 
billion on transport and communications. This 
included Rs. 71.1 billion in the public sector and 
Rs. 33.7 billion in the private sector. The strategy 
to be adopted in the Seventh Five Year Plan in the 
transport and communications sector includes the 
following elements: 

(i) The rationale for inland freight traffic 
between the rail and road network will be 
that the railways carry long lead traffic and 
the roads short lead traffic; 

(ii) A significant shift of freight traffic to the 
railways to achieve maximum utilization of 
capacity to reduce relative transportation 
costs; 

(iii) For railways, the backlog of replacement 
and renewal of assets to restore optimum 
capacity will be cleared; 

(iv) In the road sub-sector, the highway develop- 
ment programme will be broadened by 
the induction of the private sector an 
realization of road user charges; 

(v) Toll roads will be developed and tolls will 
be collected on all those sections on thé 
National Highway which are either newly 
constructed or improved; 

(vi) The highway maintenance system will 
be modernized and maintenance budgt! 
rationalized; 
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(vii) Port facilities will be developed for container 
traffic with the help of dry ports and handed 
warehouses; 

(viii) The private sector will be given incentives 
for participation in the shipping and road 
sub-sectors; 

(ix) The possibility of developing the existing 
river and canal networks for inland 
navigation from Port Qasim to Kalabagh 
and Lahore will be examined; 

(x) Facilities at the Karachi Shipyard and 
Engineering Works will be modernized; 

(xi) The opening of domestic aviation services in 
the private sector will be examined; and 

(xii)The private sector will be inducted in the 
development programme of the Telegraph 
and Telephone (T&T) department. 


Details regarding the Eighth Five Year Plan are 
included in Chapter 10. 

An updated review in respect of various 
infrastructural policies and their current results 
have been summarized in Part-I of this book under 
Chapters 8 and 9: Infrastructural Services I & Il. 


ENERGY POLICIES 


The most prominent developments in science and 
technology, in this modern era, had been made 
possible with the help of different sources of energy. 
Therefore, the utilization as well as further develop- 
ment of such facilities required the frequent use of 
new and existing sources of energy. However, with 
the ever increasing pace of development in science 
and technology, the scarcity of energy resources 
has emerged as the gravest problem of the modern 
world, 

Pakistan too, like other developing countries 
of the world, required a sufficient stock of energy 
resources to cope with the modern pace of 
development in different walks of life. However, like 
the most of the developed as well as underdeveloped 
Countries, it had to face the problem of shortage of 
energy resources. 

Realizing this, the Government of Pakistan 
Was continuously trying to explore new sources 
as well as utilize the existing sources of energy at 
their optimal level. In spite of being a developing 
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country, it spent 24 per cent of the public sector 
for the development and maintenance of energy 
resources during the Fifth Five Year Plan. From 
that time onwards the share of the energy sector 
had continuously been increased and raised to 
34 per cent during the Sixth Five Year Plan. The 
overall share increased between 17 to 20 per cent 
during the two Plan periods. Similarly, during the 
Seventh Five Year Plan too, this sector was further 
increased to overcome the energy crisis in the 
country. 


Policy during the Fifth Five Year Plan 


Total allocation for the energy sector was Rs. 33,522 
million. It was estimated that the consumption 
of commercial energy will increase from 436 
million BTU in 1977-78 to 640.18 million BTU in 
1982-83, i.e. at an annual compound rate of 8 per 
cent. Keeping in view the commercial and non- 
commercial consumption of energy, the following 
strategy was designed for the energy sector during 
the Fifth Five Year Plan: 

(i) Maximum priority will be given to hydel 
generation and commissioning of ongoing 
hydroelectric projects. In order to meet 
the increasing demand, it was proposed to 
install 2,255 MWs additional capacity and 
that during the Plan period, technical losses 
in secondary transmission and distribution 
will be reduced. 

(ii) To achieve the integration of power market 
and effect economies in fuel and power 
system resources, high priority will be given 
to transmission of bulk power from Tarbela 
to the southern part of the country on extra 
high voltage transmission lines. 

(iii) The Plan will also provide for the commence- 
ment of work on a 250-MWs coal-fired 
power station at Lakhra and a 600-MWs 
nuclear plant at Chashma. 

(iv) The distribution would ensure that productive 
requirements of agriculture and industry are 
met to the fullest extent possible and that 
within the limited resources available, the 
benefits of commercial energy are extended 
to the largest number of persons, particularly 

in rural areas. 
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(v) Exploration for indigenous resources of 
fossil fuel will be intensified. 

(vi) Quick development of discovered and exist- 
ing oil and gas fields will be undertaken. 
(vii) The use of gas for productive purposes will 

be actively provided. 
(viii) Use of indigenous coal will be encouraged. 


Policy during the Sixth Five Year Plan 


The Sixth Five Year Plan was to overcome the 
existing shortages and initiate a long range of 
planning for the Seventh Five Year Plan and beyond 
to avoid shortages re-emerging at a later date. The 
energy programme was designed to increase the 
availability of primary energy for consumption by 
a little less than 60 per cent, with an annual growth 
rate of 9.6 per cent, in the consumption of energy. 
The objective kept in view that dependence on 
imported energy should be minimized. 

The proposed investment for the energy sector 
during the Sixth Five Year Plan was Rs. 1.5 billion. 
The policy for the distribution of the proposed 
investment was as under: 

(i) About Rs.5? billion or 47 per cent of 
the total allocation was earmarked for 
programmes of additional power generation 
during the Sixth Five Year Plan.. This 
included an allocation of Rs. 10 billion 
for 900 MW Chashma Nuclear Project 
expected to be completed during the 
Seventh Five Year Plan. The allocations were 
designed to increase the power generation 
capacity by 3,400 MWs to 8,200 MWs. 
Roughly 81.5 per cent of the incremental 
capacity would be thermal, designed to help 
reduce the current load-shedding problem 
at peak demand, 

(ii) Rs.25.7 billion or 23.8 per cent of the 
total allocation was designed to extend 
and augment the transmission system for 
power and extend the distribution network 
to 3.2 million additional consumers. 
A programme of Rs.3 billion in the 
power sector related to small generation 
units and distribution as well as rural 
electrification in Azad Kashmir, Federally 
Administered Tribal Areas and outlying 

. northern mountainous region was initiated. 


(iii) 


(iv) 


(v) 


(vi) 


(vii) 


It was decided to electrify 22,500 additiona| 
villages, thereby extending the benefit of 
electricity to 86 per cent villages containing 
nearly 95 per cent of rural population by 
the end of Sixth Five Year Plan period. 

A programme of Rs. 26.4 billion had been 
formulated for the development of oil and 
gas resources and exploration in search of 
new oil and gas resources. 

Over the Sixth Five Year Plan period, 
average day gas supply would increase from 
622 MMCED in 1982-83 to 825 MMCED 
by the terminal year of the Plan in SNGPL 
and SGTC systems. This would have to 
be combined with price adjustment and 
allocation of gas according to a very strict 
order of priority, if the deficit in gas supply 
by the end of the Plan period was to be 
eliminated. 

Results of both development and exploration 
drilling in the oil sector had been estimated 
highly conservatively at this stage in view of 
the uncertainty surrounding any activity in 
the extraction of oil. Production of crude 
oil was projected to increase from 13,000 
barrels per day to around 21,000 barrels 
per day. Since the number of exploratory 
and development wells was being increased 
from 82 in Fifth Five Year Plan to 250 
in Sixth Five Year Plan, there is a high 
probability that actual production of oil 
would be increasing at a higher rate during 
this period. 

In the oil refinery sector, two major projects 
were contemplated. Hydro-Cracker Project 
located near the existing National Refinery 
would be converting low value furnace 
oil into high value middle distillates for 
reducing the import cost of the fuel. ‘The 
mid-country refinery to be located at Multan 
would improve the capacity utilization of 
the existing pipeline for transporting crude 
oil. Both these projects would be based 0” 
self-financing and commercial borrowing 
outside the budget, with only a small 
provision for equity participation by the 
government. 


(viii) Rs. 1.6 billion had been provided fof 


research, energy planning and development 
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of the renewable energy programme. 
Special attention would be paid to the 
programme of tree plantation for energy 
and for this a provision of Rs.0.6 billion 
was included. 


Policy during the Seventh Five Year Plan 


The Seventh Five Year Plan aimed at taking bold 
measures to resolve issues which were obstructing 
the development of an adequate and viable national 
energy system. The proposed investment in the 
energy sector during the Seventh Five Year Plan was 
Rs. 156.8 billion. 

The specific objectives of the Seventh Five Year 
Plan were as follows: 


(i) to substantially increase electricity supply 
to sustain the projected growth in different 
sectors of the economy, eliminate load- 
shedding and electrify most of the rural 
areas, 

(ii) to accelerate the exploration and develop- 
ment of domestic oil, coal, gas, hydroelectric 
(hydel), and renewable resources; 

(iii) to reduce the import burden by increasing 
the use of indigenous fuels like coal and gas 
in power generation and other sectors of the 
economy; 

(iv) to make conservation and efficient use of 
energy a common practice in all sectors and 
reduce power system losses; 

(v) to establish an efficient load-management 
system for the optimum use of generated 
power, to reduce the peak demand and 
contribute towards minimizing load- 
shedding. 

(vi) to draw upon the financial resources and 
expertise of the private sector to a much 
greater degree for energy development and 
production; 

(vii)to rationalize energy consumer prices, 
remove structured anomalies, generate 
funds for new energy investments, provide 
incentives to conserve energy and encourage 
desirable substitutions among different 
fuels; 

(Vili) to strengthen the financial capacity of the 
government organizations to self-finance 


their investment programmes and reduce the 
burden on government resources; 

(ix) to increase rural energy supplies; and 

(x) to develop energy sector manpower and 
improve the effectiveness of its institutions. 


To reduce energy losses, the WAPDA and 
KESC had been directed to reduce their losses 
including auxiliary, transmission, distribution and 
pilferages. In addition to the completion of the 
existing or ongoing projects, the government had 
recommended initiation work on Ghazi Barotha, 
Chashma, and new major hydel projects. With 
the result that there would be an increase in 2,400 
MW of thermal power capacity, the total funding 
requirement for implementation of this plan 
would be Rs.319 billion, with the public sector 
contributing a total of Rs.217 billion and the 
private sector Rs. 102 billion. 

The position relating to the Eighth Five Year Plan 
has already been explained in Chapter 10. 


PETROLEUM Po .icy, 2001 


The State Bank of Pakistan's Annual Report 2000- 
2001 (Appendix 8) contains the Petroleum Policy for 
2001. This is reproduced below: 

‘The government has announced offshore and 
onshore petroleum policy packages 2001 to provide 
incentives for the exploration of energy and its 
production activities. These efforts are aimed at 
reduction in import dependence and promotion of 
self-reliance. 

The salient features of policy packages are as 
follows: 


Offshore Petroleum Package, January 2001 


* The contractor can recover 100 per cent of the 
cost up to a limit of 85 per cent of the gross 
revenues. 

¢ The corporate income tax has been reduged 
from 50 per cent to 40 per cent of the profits. 

« Import duties and taxes will be 0 per cent 
for exploration and after the first commercial 
discovery these taxes will be 3 per cent. 

e Shallow zone is the offshore area covered by 
wells shallower than 4,000 meters and in less 
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than 200 meters water depth for which the 
governments profit share varies from 10 per 
cent to 80 per cent, based on the accumulated 
production from a field. 

Deep zone is the offshore arca covered by wells 
deeper than 4,000 meters and/or in over 200 
meters and less than 1,000 meters water depth 
for which the government's profit oil/gas share 
varies from 5 per cent to 70 per cent based on 
the accumulated production from a field. 
Ultra-deep zone is the offshore area covered 
by over 1,000 meters water depth for which 
the government's profit share varies from 5 per 
cent to 60 per cent, based on the accumulated 
production from a field. 

The price will be as per government policy or 
Arms Length Sales Value, whichever is less. 
Exploration period will consist of an initial 
term of 5 years and two subsequent renewals 
of 2 years each, i.e. a total exploration period 
of 9 years. A maximum retention period of 10 
years will be considered to make arrangements 
for the disposal of discovered gas. 

Total term of the contract will be up to 44 
years, which will also cover the retention 
period and the longer exploration period. The 
contractor has to return 20 per cent of the 
original contract area prior to the termination 
of the initial term, 30 per cent of the original 
contract area prior to the termination of the 
first renewal and another 30 per cent of the 
original contract area prior to the termination 
of second renewal. 
Modest acreage rentals of US$50,000 plus 
US$10 per square kilometer will be applied. 


Onshore Petroleum Package, May 2001 


Gas producers will be allowed to enter into gas 
sales agreements for suppliers directly to gas 
distribution companies, power plants, indus- 
trial consumers or third parties other than 
residential or commercial consumers. They 
will also have an option to export gas if it is 
in excess of the internal demand. 

To promote third party gas sales, the govern- 
ment will allow foreign exchange remittance 
of gas sales proceeds keeping in view the 
rupee requirements in different zones. 


e« Income tax-rdte will be reduced to a uniform 
rate of 40 per cent from the current rate of 50 
per cent to 55 per cent. 

¢ Government holdings ‘carry’ at exploration 
stage will be abolished. Local companies wil] 
be promoted to take 15 per cent to 25 per cent 
interest in the foreign joint ventures on ful] 
participation basis. 

¢ Initial term of licences will be increased to 5 
years with two renewals of 2 years each, while 
the retention of significant gas discoveries will 
be allowed for 5 years, 

¢ To make marginal discoveries attractive for 
further development, the first production 
bonus of US$0.05 million will not be 
payable. 

« Expatriates security clearance has been 
streamlined, 

Various measures taken by the Government 
of Pakistan together with the current position 
relating to energy has been covered in Chapter 9 


(Infrastructural Services-II) of the book. 
TEXTILE VISION 2005 


Textile Vision 2005 is summarised below: 
Realizing the importance of Textile Industry, 


the Government constituted a working group. The 


group has identified Industry export targets that 
have been adopted within the Trade Policy for the 
year 2000-2001. The specially appointed committee 
approved Textile Vision 2005, salient features of 
which are: 

An open, market driven, innovative and dynamic 

Textile Sector, which is: 

- Internationally integrated. 

- Globally competitive. 

- Fully equipped to exploit the opportunities 
created by the Multi Fibre Agreement (MFA) 
and enables Pakistan to be amongst the toP 
five textile exporting countries in Asia. 

« Low road, do-able, high road scenarios had 
been estimated for the strategy. These along: 
with the underlying assumptions are discuss¢ 
below: 

¢ In the low road scenario, Pakistan wil! 

"maintain its historic growth rates of textile 
exports and can reach a figure of US$7.4 billio" 
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by the year 2005. Pakistan's rank in Asia will 
improve from 8th to 7th. To achieve textile 
export target, investment of Rs. 151 billion 
is required. It will be increased to Rs. 280 
billion in do-able and to Rs. 333 billion in high 
road scenario. In order to move towards the 
higher value added exports, highest priority 
has been given to apparel sector, both worn 
and knitting, so that all the sub-sectors are 
developed in a balance approach and become 
supportive to each other. Sectoral strategies 
for each sub-sector viz. cotton, M.M. fibres, 
spinning, weaving, textile processing, knitting, 
and woven garments have been suggested in 
the report. 
In the do-able scenario, Pakistan will reach a 
textile export target figure of US$10.6 billion 
placing it in 6th position. In this scenario, 
garment and made ups will constitute 47 
per cent of the total export with garment 
contributing 28 per cent and made-ups 19 per 
cent. Total textile export growth rate will be 12 
per cent. 
In the high road scenario, emphasis has been 
placed upon the high value added products, 
i.e. garments and made-ups. The growth 
rates are taken as 20 per cent and 21 per cent 
for the two categories respectively. In this 
scenario, Pakistan’s total textile export will 
be US$13.8 billion. The share of garments 
in the total textile exports will be 29 per 
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cent and all made-ups will be 60 per cent. A 
massive investment plan has been suggested 
in the Textile Policy to meet the industry's 
requirement of BMR and expansion. Recom- 
mendations for quality standards of cotton 
yarn and hedge marketing of yarn have been 
made. These measures are destined to prepare 
the industry for the competitive environment 
likely to emerge by 2005. . 

« In order to implement the recommendations 
of Textile Vision 2005, the government has 
set up a high level Federal Textile Board 
under the Chairmanship of the Minister for 
Industries and Commerce. 

« The Federal Textile Board will continuously 
monitor the progress for investment in 
spinning and import of machinery under 
BMR. 

» Efforts will be made to revive closed spinning 

units. The CIRC is considering the cases of 

individual units for revival on merits under 

monitoring of the Federal Textile Board. . 

Technology upgradation would be sought in 

the weaving sector. 


Subsequently no further document was issued till 
2011-2012. The government, at federal level has 
a separate Ministry for Textile Industry to help 
the above industry and hopefully facilitate their 
operation, 


a 
Source: Pakistan Economic Survey 2000-01, Box No. |, p. 35. 


13 


Commercial Policies 


A commercial policy is the art of managing the 
exchange of goods and services between countries. 
There are different tools of commercial policy such 
as tariffs, import quotas, export duties, exchange 
controls, trading agreements between countries, 
etc. In Pakistan, there are a number of departments 
and ministries which deal with commercial policies, 
For example, Exchange Control Department comes 
under the Ministry of Finance, Import Licencing 
Authority is under the Chief Controller of Imports 
and Exports, Trade Development Authority is under 
the control of Ministry of Commerce, and tariff 
policy comes under the Ministry of Finance, etc. 


OBJECTIVES OF 
COMMERCIAL POLICY 


The major objectives of a commercial policy are: 

1, Maintaining a Balance of Payments (BOPs) 

2. Favourable Terms of Trade (TOT) 

3. Promotion of exports 

4, Import substitution 

5. Adequate availability of essential imported 
commodities 

6. Keeping external and internal value of the 
domestic currency 


PHASES AND SALIENT FEATURES 


Pakistan’s commercial policy can be divided into 
three distinct phases. We have discussed the policies 
during these phases in detail. 

1. 1947-58: Early Stage—An uncertain link 
with development priorities: In the early years 
after independence, commercial policy was mainly 


restricted to the management of short-term crises 
and reactions to various developments in the 
foreign trade sector. The immediate concern of 
policymakers was to maintain adequate supplies of 
consumer goods in the country so that price levels 
could be stabilized. Initially, therefore, the govern- 
ment opted for a liberal import policy. 

The first crisis in foreign trade came in September 
1949 when the Pound Sterling, with which the 
Pakistani currency was linked, was devalued by 
31 per cent. Other members of the Sterling area also 
followed suit but Pakistan decided not to devalue its 
currency. India didn’t accept this decision and, thus, 
trade between India and Pakistan was paralyzed 
and export earnings of Pakistan fell sharply. As a 
result, Pakistan abandoned its liberal import policy 
in 1949, 

In June 1950, because of the Korean wal, 
Pakistan was able to boost its export earnings and 
diversify its trade relations. After the war, recession 
started at a world level but Pakistan adopted a 
wrong policy and as a result it was exposed to 
instability emanating from its external markets. 
Pakistan was forced to seek external assistance to 
meet its food shortage and to sustain imports at the 
barest subsistence level. 

In 1954, the Export Incentives Scheme w25 
introduced but it failed. In June 1955, Pakistan 
devalued its rupee which brought about 46 per cent 
increase in exports. In 1956, an Export Promotion 
Scheme was introduced. 

During this period, Pakistan's trade relations 
expanded, especially with US and Western Europé: 
Japan also increased its share in both imports a? 
exports. The share of capital goods and industrial 
raw material increased in total imports and exports 
were shifted to the manufactured goods. 





2. 1958-71: Integration with the Growth 
Strategy: With the change of government in 
1958 and a clear policy of economic growth, 
the commercial policy was used as a tool to 
realize such objectives as changing the pattern of 
industrialization from consumer goods industries 
to intermediate and investment goods industries, 
and influencing the inter-sectoral terms of trade 
and flow of resources and income between various 
sectors and regions principally through the use 
of an Export Bonus Scheme (EBS). This period 
is also characterized by an increasing share of 
manufactured goods in exports and of capital goods 
and industrial raw materials in imports, larger 
imports of food-grains, and a widening trade gap 
which lead to a high proportion of imports being 
financed by foreign aid. Throughout this period, 
exports expanded consistently except in the late 
1960s. Imports increased even faster but in the 
second half of the 1960s, their level fluctuated due to 
the after-effects of the 1965 war, a lesser availability 
of foreign aid, and growing exchange constraints. 

The commercial policy in this period was 
distinguished by a relentless effort to promote 
exports. The main instrument used for this purpose 
was the Export Bonus Scheme, introduced in 1959, 
which aimed at making exports more attractive by 
transferring part of the excess profits in imports 
to the export sector. A restrictive import policy 
continued in the initial stages due to exchange 
constraints. But with the introduction of the EBS, 
a marginal liberalization took place since imported 
commodities, which were in short supply in the 
domestic market, could now be imported on 
bonus vouchers, and with the breakdown of the 
monopoly of the category holders, import trade 

ecame more competitive. A major step towards 

further liberalization was accordingly taken in 
1964 when industrial raw materials and spare parts 
Were placed on the free list and could be imported 
Without requiring a government licence. In this 
Period, exports shifted from US and Europe to 
Middle East. Imports, however, remained almost 
the same. 

The composition of imports also underwent 
Major changes. There was drastic reduction in the 
Share of consumer goods in total imports along 
With a corresponding improvement in the share 
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of capital goods. As regards the composition of 
exports, the share of manufactured goods increased 
substantially during this period. There was a 
corresponding decline in the export of industrial 
raw materials. 

3. 1972-80: New Disequilibrium and New 
Adjustments: Once again, as in 1958, with the 
change in regime, there was a drastic change in the 
pattern of foreign trade management mainly due to 
the changed circumstances. The delinking of East 
Pakistan created structural changes in Pakistan’s 
foreign trade as a part of the country’s internal trade 
was externalized. Thus, Pakistan had to find markets 
for substantial portions of a number of commodities 
previously sold to the Eastern wing. 

in May 1972, the new PPP government abolished 
the multiple exchange rate system and the contro- 
versial Export Bonus Scheme, and Pakistani rupee 
was devalued by about 58 per cent in relation to the 
US dollar. 

Between 1972-73 and 1979-80, export earnings 
increased by 173 per cent. This, together with the 
rapidly increasing invisible receipts of remittances 
by Pakistanis working abroad, could lead to 
substantial improvements in the overall payments’ 
position. But Pakistan’s TOT took an unfavourable 
turn as the rise in world oil prices and the 
worldwide inflationary trends caused the import 
prices index to rise much faster than export prices. 
Abolition of the EBS and the devaluation of rupee 
were expected to boost Pakistan's exports. But 
the floods of 1973 and pest attacks in 1976 and 
1978 caused extensive damage to the cotton crop, 
adversely affecting raw cotton exports. Devaluation 
in currency led to significant changes in the import 
policy in May 1972. The import of all luxury items 
was banned while import for development needs 
was liberalized. The import licence system was also 
changed. During this period, Pakistan was able to 
diversify its trade relations and find new markets 
for exports after the loss of East Pakistan. The most 
significant change was the emergence of the Middle 
East as a market for exports. Over this period, the 
Middle East replaced USA and Western Europe as 
a major source of imports, mainly oil. Japan is also 
becoming an important supplier of capital goods 
and industrial raw material. 
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Table 13.1 Trade Trends of Pakistan 
(Rupees billions) 


Year Exports Imports 
1947-48 0.44 0.32 
1950-51 0.54 1.17 
1960-61 0.54 2,7 
1970-71 2.00 3.60 
1980-81 29.28 53.54 
1890-91 138.26 171.60 
2006-2007 1,029.31 1,851.89 
2007-2008 1,196.64 2,512.07 
2008-2009 +,a84 2,724 
2009-2010 1,678 2,911 
2010-2011 2,121 3,455 
201t~-2012 (July-March) 1,519 2,939 


SSS eee eee 

Source: Pakistan Economic Survey 2008-2009, Statistical 
Appendix, Table 8.4, p. 62 and Pakistan Economic Survey 
2011-2012, Statistical Appendix, Table, 6.3, p. 69. 


A brief review of the performance of exports in 
respect of the 2011-12 is as under: 

1) Export of ‘Other Manufacturers’ witnessed an 
impressive growth of 19.9 per cent Jewelry, 
chemicals, pharmaceuticals products, surgical 
goods, and medical instruments, Guar 
products and engineering goods remained 
the prominent categories among the positive 
contributors to the overall increase in other 
Manufacturers Group. 

2) Negative growth was witnessed in the export 
of Carpets (5.9 per cent), Leather Garments 
(15.6 per cent), and Cutlery (6.3 per cent). The 
Food Group also showed negative growth of 
2.4 per cent. Fruits exports registered a major 
increase in absolute term. Textiles exports 
declined by 9.6 per cent. Major reasons for 
the decline in exports in the above sectors 
were energy shortages and slowdown of global 
demand. Pakistan major exports are captured 
in the following Table 13.2. 


The composition of imports has undergone a 
significant change, i.e. the share of industrial raw 
materials has increased considerably, mainly at 
the cost of consumer goods. In exports, there 
has been an appreciable increase in the share of 
manufactured goods and an almost equivalent 
decline in the share of semi-manufactured goods. 
The trade trends of Pakistan since independence are 
shown in Table 13.1. 





























Pakistan has been showing a persistent deficit jn 
its trade balance. Uptil July-March 1995-96, our 
total exports amounted to Rs. 295 billion. whereas 
imports were Rs. 398 billion. Thus, there was 4 
huge deficit of Rs. 103 billion. In order to solve 
the deficit problem, the caretaker government of 
Moin Qureshi devalued the Pakistani rupee in the 
current fiscal year (1993-94). In February 1994, 
the rate of Pakistani rupee in relation to US$1 was 
30.35, which represented a depreciation of 206.6 per 
cent since 7 January 1982. Despite the significant 
devaluation, there was an unexpected decline in 
the value of exports during July-December 1993, 
During this period, exports amounted to US$3,187 
million compared with US$3,375 million during 
July-December 1992. Against the target of US$9.2 
billion for 1995-96, the actual exports were worth 
US$8.4 billion. The target for 1997-98 was fixed at 
US39.57 billion. However, the actual achieved figure 
was US$8.6 billion. In 2004-2005, the export target 
was fixed at US$13.0 billion. 


ExPorts 2011-2012 (JuLy-MARCH) 


Table 13.2 Pakistan's Major Exports 





Commodity Percentage Shara 
1. Cotton Manufacturers 50 
2. Rice 09 
3. Leather and Leather Manufacturers 02 
61 
4. Other ltems 39 
100 


Source: Pakistan Economic Survey 2011-2012, Table 8.4, p. 118- 


While the world consists of over 250 countries. the 
outreach of Pakistan is restricted to few countries- 
Consequently, there is a need to diversify the 
destination and through innovative efforts and 
employment of professionally qualified persoas 
particularly MBAs with specialization in marketing: 
there is a need to tap new markets of varying 
purchasing power of the people obtaining in thes¢ 
countries. 


Major exports destinations were as under: 


Table 13.3 Major Exports Market 


2011-2012 Percentage 
oun (July-March) Share (P) 

1 USA 44 
a UAE 09 
3 UK 05 
4 Germany 05 
5 Hong Kong 02 
35 

6 Other Countries 65 
100 


a 
Source. Pakistan Economic Survey 2011-2012, Table 6.5, p. 119. 


A brief review of imports in respect of above period 
(july-March) is as under: 


1) Food group imports accounted for 11.4 per 
cent of total imports. 

2) The imports of Petroleum Group products 
grew by 43.5 per cent due to impact of higher 
international oil prices. 

3) Import of consumer durables added $230 
million to the overall import bill. 

4) The Machinery Group imports decrease to 
$3.148 million as compared to 3,596 million 
in the corresponding period of 2010-2011. 

5) Major sources of imports included: Saudi 
Arabia, Kuwait, USA, Japan, Germany and 
United Kingdom. 

6) Several amendments in Export Import 
Policy Orders were made during the above 
year to normalize Pakistan's trade relations 
with India, to reduce cost of doing business, 
to facilitate export sector, to check fast 
depletion of existing gas reserves, to safeguard 
consumers interest and environment, avoid 


2001-2002 

cis Rs. Million per cent 
1, Sri Lanka 4,420 32 
2,  Sangtadesh 6,193 45 
3. india 3,028 22 
4. Afghanistan 147 1 
5. Others 92 _ 
Total 13,880 100 
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misuse of ambulances as commercial vehicles 
after import and to encourage production of 
organic brown sugar. 

7) Trade Development Authority of Pakistan 
is undertaking various export promotional 
activities through Trade Exhibition and 
Delegations to tap new markets in China, 
Hong Kong, Russia, Malaysia, America, 
Eastern Europe and African Region. 


Share in SAARC 


In the last few decades, regional trading blocks have 
been emerging. Based on the World Development 
Report 2012, NAFTA’s share of exports in the global 
exports was 12.89 per cent. The share of G-8 in 
global exports was 37 per cent and that of D-8 was 
5 per cent. In this background, the performance of 
SAARC is highly dismal. Its share in global exports 
is 1.63 per cent, despite its share of population being 
22 per cent in the world. 

Pakistan's share of exports in SAARC is given in 
Table 13.4. 


Increase Exportable Surplus 


We can kick start for a confident beginning by 
developing a strategic plan for translating the above 
slogan into reality. Table 13.4 presents our analysis 
of the current position relating to focus on the 
exported products from Pakistan. 


Destination Focus 


At present, there are nearly 208 countries of the 
world with a population of 30,000 persons and 
above. Today, we are talking of globalization. One 


Table 13.4 Pakistan’s Share of Exports in SAARC Countries 


2002-2003 2010-11 (P) (July-March) 
ee ee a aa es cia EEE | 
Rs. Million per cent Fis. Million per cent 

4,447 26 332 B 
6,676 46 1,015 25 
4,122 26 264 6 
179 - 2,337 §8 
194 - 20 3 
15,618 100 3,968 100 


Source: Pakistan Economic Survey 2000-2001, Table 8.11, pp. 107-8; 2001-2002, Table 8.10, pp. 94-95; Pakistan Statistical Year cou 
2004, Islamabad: Statistics Division, Federal Gureau of Statistics, Table 9.3, pp. 202 and updated for Fiscal year 2011 fram Annua 
Aleport of SBP 2010-2011, The State of Pakistan's Economy, Statistical Supplement-il, Table 9.17, p. 124. 
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visualizes one world. Ideological demarcation has 
vanished, Market economy continues to drive the 
world. A boundaryless world is the hope of WTO 
tegime, despite keeping alive political sovereignty 
of the countries. In this backdrop, how has Pakistan 
performed with respect to the destinations of our 
exports? Table 13.5 presents an abridged position 
relating to the destinations of Pakistan's exports. 


Export Culture 


There is a need to start ‘export culture’ in Pakistan. 
One must undertake logistical steps to pave the way 
for promoting export culture. In order to form a 
strategy for this, some guidelines are given as under: 

Government level: Our government must 
come up with an ‘Economic Priority Plan’ that 
contains export culture's promotion as the top 
priority. Export processing zones should be set up 
immediately in each divisional headquarter of all 
the provinces of Pakistan. Full logistical support 
should be provided as ‘One Stop Shop’—popularly 
known as ‘One Window Operations’ 

Business Associations: The role of Chambers of 
Commerce and Industry, trade associations, stock 
exchanges, and all other business associations needs 
to be enhanced. Special sections must be opened 
by them and a target oriented approach has to be 
followed to ensure their achievements. Preparation 
of an action plan is the need of today. 

Human Resource Development: A reasonable 
effort is going on at the government, public, and 


RECOMMENDED ELEVEN POINT 


b) Value addition through an enlightened 
STRATEGY ib) 


industrial policy has to be followed. 

(c) Superior quality, cushioned with a high 
value of products, should be maintained 
for boosting exports. 

(d) ISO 9000 via TQM and other series should 
be achieved for meeting international 
standards. 

8, Export Culture: Sincere efforts must be made 
to help promote export culture on war footing. 

9, New Breed: A new breed of exporters ought 
to come forward through human resource 
development efforts. 

10. International Approach: EPZA should be 
established in every divisional headquarter 
of each province and should be allowed to 
operate free from any restrictions. 

11.Monitoring: At the highest level of the 
government, monthly monitoring of export 
performance be undertaken. 


The following strategic initiatives need to be taken 
for boosting exports: 

1. Priority: Priority must be given to a quantum 
Increase in exports as a part of economic 
planning. 

2. Share in World Exports: We must increase 
our share in exports, in a staggering manner 
with an accelerated approach. At present our 
shasre in global exports is 0.14 per cent. 

3. Regional Setting: With SAPTA in operation 
and SAFTA as a hope, practical action for 
increasing inter-SAARC and intra-SAARC 
relations to promote exports. Based on the 
World Development Report 2012, the share 
of SAARC in global exports was 1.63 per 
cent. This shows a big potential which can be 
tapped. 

4. Niche Market: Fish can be explored as a niche 
market. Our coastal belt is fairly large. 

>. Exportable Surplus: We need to ensure a 
quantum increase in exportable surplus so 
that the export-led growth concept can be 
translated into a reality. 

6. Diversification: Diversification with respect 
to commodities and destinations ought to be 
our goal. 

7. Product Focus: 

(a) Ready-made garments export must be 





IMPORTS 2008-09 TO 2011-12 


The income in imports is more than exports. Due 
to WTO pressure, a liberalized import policy will 
continue to operate. 

Imports are economically classified into four 
categories which include consumer goods, raw 
material for consumer goods, capital goods, and raw 
material for capital goods. The respective shares of 
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DEVALUATION IN PAKISTAN 
AND ITS EFFECTS 


When a country is faced with a persistent deficit 
in its BOPs, it comes under considerable pressure, 
especially from loan-giving agencies like IMF 
and IBRD to devalue its currency. This can be 
resisted strongly by the government because of 
the inflationary effects of devalution as well as the 
higher rupee cost of debt repayment. A strong clash 
of interests is likely between the industrialists and 
agriculturists. The former would resist devaluation 
for it would increase the cost of importing 
machinery and reduce the profits on capital invested 
(especially of those not selling in the export market) 
whereas the latter could be in favour of it since 
it would raise the domestic prices of agricultural 
goods. 

After independence, Pakistan devalued its 
currency for the first time in July 1956. This devalu- 
ation by 30 per cent in relation to Pound Sterling 
was mainly justified by stating that the first phase of 
industrialization was over and, with the exhaustion 
of the home market, there was a need to move 
into the export market. The old exchange rate had 
served its purpose and was now a hindrance in 
the exports of manufactured goods, hence causing 
progressive reduction in the incomes of the raw 
material producers. An important factor was the 
need to place the jute industry on a sound footing 
in the world market. 





private levels for conducting management develop- pushed. these categories are given in Table 13.6. The impact of devaluation on the BOPs situation 
ment programmes for developing potential exporters. There are seven major importing countries and was mixed. There was some improvement In 
their percentage analysis is given in Table 13.7. exports but imports, which were earlier also being 
curtailed by government control, did not decline. 
Table 13.5 Destinations of Pakistan's Exporis (Region-wise) (Percentage) 
Particulars 2007-2008 2008-2009 eulieeole 
(July-March) 
1. Developed Countries (OECD) 51.0 ( 
h 46.4 41.41 | 
ova ‘12 Be mu | Table 13.6 Economic Classification of imports TCO r_—'_ 
a tz | 007-2008 2008-2009 aN ene 
2007- e 
mo 000 tM Particulars (July~March) 
Developing Countries" 
13 14 
1. oOlc Consumer goods oe 
26.4 30.5 28.0 56 
2. Asean 1.7 2.0 3.1 Raw material for consumer goods 53 oe 
3. SAARC 4.4 Cant 29 29 es 
4. Others aD 5.5 5.5 apital goods , 
—_—_—. Raw material for capital goods 8 = 
Sr Tota 100 100 cs 


Source: Pakistan Economic Survey 2008-2009, Table 8.7, p. 81, (Statistical Appendix) and Pakistan Economic Survey 2011-2012; overnament of Pakistan, Finance Division, Table 8.3, p. 128 and Pakistan 


: Statistical Appendix, Table 8.7, p. 75. Source: Pakistan Economic Survey 2008-2009, Islamabad: G 


Economic Survey 2011-2012. 
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Table 13.7 Major Sources of Imports 


Countries (er cent sharg 
2007-2008 2008-2009 2011-2012 
Saudi Arabia ar {July-March) 
Kuwait ° 13.3 
‘ 10.6 

Japan 7.5 6.6 

USA 4.6 46 re 
Germany e) 5.4 3.3 
United Kingdom ne 38 25 
Sub Tota! = _ 26 1.2 
Others au 39.7 30.2 
Total 59.4 683 a 

o : 


Source: Pakistan Eco f 
nomic Survey 2008-2009, \stamabad: Government of Pakistan, Finance Division, Table 8.2 p. 129 


In 1955-56, the balance of trade showed a surplus 

and the government took this to mean the success 
of the devaluation decision. However, because of 
the increased rupee prices of exports and imports 3 
along with increased money incomes of those 
producing for the export sector, domestic prices 4 
rose, especially for food items (again worsened b 

bad harvests) and this reflected itself in a risin - 

of the living index. ° 

Another adverse affect of devaluation was that 

the government had to pay more for the import 
of food-grain and, though the government tried 
to reduce the effect on retail prices by providin 
subsidies, there were still increases in retail pane 
However, the improvement in the BOPs situation 
lasted only for the year of devaluation and in 
subsequent years, the economy encountered heavy 
imbalances again. This was mainly because though 
exports increased in volume, the increase in foreign 
exchange earnings was very low due to a fall in the 


2. The common man suffered as the domestic 
cost and price structure was affected by the 
high premium on bonus vouchers; 

: Devaluation was essential to improve the 
agricultural TOT in relation to other sectors; 

. Pakistan’s exports needed a major boost 
because of the loss of East Pakistan's market: 
and | 

. A genuine entrepreneur having a sound and 
economically viable project had to pay a 
realistic price for foreign exchange. 


But the devaluation was criticized on the following 
grounds: 

1. Devaluation on such a high scale could 
have been justified if domestic production 
of exportable goods could also be increased 
rapidly which was doubtful at that particular 
time due to the unsettled environment created 
by the loss of East Pakistan. 


abolished the multiple exchange rate system along 
with the controversial Export Bonus Scheme (EBS) 
and the Pakistani rupee was devalued by about 58 
per cent with respect to the US dollar. The decision 
to devalue and the extent of devaluation provoked 
eh ee and controversy. The government put 
orward a number of arguments j i 
decision such as: ° _——— 
1. The EBS had distorted the allocations of scarce 


exchange resources in favour of the industrial 
and corporate sectors; 


affected since devaluation raised the overall 
cost structure and thus accelerated the 
inflationary pressures on the economy. 


Overall impacts of this devaluation were not 
favourable, especially because of a heavy increase 
in oil prices in 1973 and after that a worldwide 
inflationary trend which caused import prices t? 
Increase. Since 1973, most of the currencies have 
returned to the ‘floating currency’ system, though 


the system of ‘managed floating’ allows the govern- 
ment to limit erratic swings, 

























since 8 January 1982, Pakistan is operating under 


4 system of managed float. The Pakistani rupee is 


attached to a basket of currencies. The changes in 
the exchange rate are made by the State Bank of 
pakistan, keeping in view the objective of shielding 
Pakistan’s balance of payments position from 
unwanted and unsustainable imbalances. 


Pakistan’s Experience with Persistent 
Depreciation since January 1982 


in Pakistan’s case, unfortunately, persistent depre- 
ciation of the rupee under the managed float system 
has not resulted in lessening pressures on our 
balance of payments. 

Pakistan’s balance of payments, despite a healthy 
growth in exports, has remained at an unsustainable 
high level. In 1991~92, it stood at US$2.152 billion 
or 5.0 per cent of GNP as compared with US$1.567 
billion a year earlier (3.7 per cent of GNP). 


Continuing Devaluation 


With the introduction of the new managed float 
system (since 8 January 1982), there has been 
4 continuous downward slide in our exchange 
rate. Furthermore, with the latest devaluation of 
Pakistani rupee by over 12 per cent by the caretaker 
government of Moin Qureshi in October 1993, 
the value of our rupee declined aggravatingly. In 
February 1994, the Pakistani rupee rate in relation 
to US$1 was 30.35. This represented a depreciation 
of 206.6 per cent since 7 January 1982. Despite 
this annual compound depreciation of 9.8 per cent 
during the previous 12 years, our external account 
continues to be under severe pressure. The current 
account deficit in the balance of payments in 1992- 
93 was US$2.98 billion, equivalent to 5.7 per cent 
of the country’s GDP at current prices, compared 
with an annual average of 3.0 per cent during the 
five year period ending in June 1992. In the fiscal 
year 1993-94, despite significant devaluation of the 
Pakistani rupee, there was an unexpected decline 
in the value of exports during July-December 
1993. During this period, exports amounted to 
US$3187 million compared with US$3,375 million 


devaluation exceeded external debt by over Rs. 11 
billion and cost of imports by Rs. 30 billion. 


during July-December 1992. On the other hand, 


Aa ae 
l. Aftab Ahmad Khan, Why devaluation didn’t boost exports? Pakistan and Gulf Economist, No. 7 
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The ineffectiveness of exchange rate adjustment 
in securing improvement in our external balance 
primarily stems from the fact that changes in 
costs arising from exchange rate movements feed 
through quickly and extensively into the economy 
and contribute to the acceleration of the prevailing 
inflationary pressures associated with an ambiance 
of monetary ecstasy. The relentless rise in prices over 
a long period has stimulated defensive inflationary 
responses among industrialists, agriculturists, 
businessmen, and wage-earners, and these have 
nullified the impact of exchange rate adjustments on 
the international competitiveness of our exports. 

Basically, devaluation is a measure to correct a 
fundamental disequilibrium in a country’s balance 
of payments. This may be achieved as a result 
of restraints on imports by making them quite 
expensive and the expansion of exports by making 
them cheap. In our case, we export primary com- 
modities and processed material whose supply 
elasticities are rather low in the short run. On 
the other hand, our imports consist of essential 
capital goods, intermediate inputs (including fuel 
and fertilizers), and sometimes basic consumer 
goods, There is little scope for cutting down these 
imports. That is why devaluation has not succeeded 
in resolving our BOPs problem. 

It has to be appreciated that devaluation corrects 
the past inflationary and other economic develop- 
ments that had led to adverse movement in the 
balance of payments. It doesn’t protect the BOPs 
against further inflationary and other adverse 
developments. Frequent devaluation of a currency 
is undesirable. It stimulates speculation and results 
in distortions in income, consumption, industrial 
growth and public finance. That is why confidence 
in the currency gets eroded. Thus, we must review 
our whole range of polices and development 
programmes to achieve a harmonious blending of 
internal and external progress of the economy at a 
respectable rate. 

On 28 October 1995, the Pakistani rupee was 
devalued by 7 per cent against US dollar. Similarly 
on 14 August 1996, the rupee was around 35.50 
against one US dollar. Subsequently, it was 
devalued again and on 17 August 1997, the rupee 
was around 41.50 against the US dollar. In 1998, 
the official exchange rate was fixed at Rs. 46.00 to 


, 12-18 February 1994, pp. 38~39. 
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one US dollar. Inter-bank floating rates were also 
introduced as dual currency rates, 
As on 12 July 2004, the State Bank’s conversion 


rate of rupee into US$ was Rs. 58.40 (buyi 
. 58, uyi 
Rs. 58.45 (selling). alii 


RUPEE CONVERTIBILITY 


The government had expressed its intention to make 
Pakistani rupee fully convertible by the end of June 
1994, Defending the full convertibility of Pakistani 
rupee, the government argued that it would help in 
boosting exports which were declining. Even with 
partial convertibility, the Pakistani rupee is fairing 
reasonably well. The issue of convertibility is a 
psychological factor and the government seeks to 
help ease the psychological burden on the exporters 
as well, 

It is the extent and kind of pressure put by 
international agencies (like the IMF) that makes 
the authorities completely blind to facts and un- 
concerned about national interest. China and India, 


1, Shamim A. Rizvi, Confi 


a Pere 
ming rumours of full convertibility. Pakistan and Gulf Economist, 2-8 April 1994, pp. 14-16. 


with much stronger economies, are still hesitant 
about full convertibility. We have to realistical] 
consider the continuing fragility of our balancs 
of payments situation. High and rising import 
intensity, inability of the invisible account to further 
finance a significant part of the merchandise deficit 
large external debt and rapidly rising debt service 
burden, as also the foreign investment account 
burden, particularly that flowing through the 
stock exchanges—all these undoubtedly present a 
disturbing BOPs scenario. 

Pakistan will have to struggle hard for a decade 
or so to achieve that level of economic strength 
when full covertibility is desirable. It will have to 
develop its agriculture and industry, increase its 
exports to match its imports, eliminate budgetary 
deficit and debt servicing, reduce our dependence 
on foreign loans to the minimum, and attain much 
more respectable reserves of foreign exchange. Full 
convertibility on the basis of slightly improved 


foreign exchange reserves will be economically 
disastrous. 









Monetary policy may be defined as that branch 
af economic policy which is concerned with the 
regulation of the availability (or supply), the costs, 
and the directions of credit. It is effected by various 
techniques (methods) by the central bank. 


OBJECTIVES OR GOALS 


The objectives of credit control or monetary policy 
have been different at different times in different 
countries depending on the economic situations and 
problems faced by them. 

Before the First World War (1914), maintenance 
of the exchange rate stability was the main objective 
and after this War the control of inflation become 
more significant. During the Great Depression 
(1929-34), the control of deflation/depression 
assumed greater significance. After that and up to 
the beginning of the Second World War (1939), 
the issue of full-employment began to receive the 
greatest importance. After the Second World War, 
the emphasis was on full-employment without 
inflation. 

In modern times, economic development with 

monetary stability is accepted as the most important 
80al of credit control. 
__ The main objective of this credit control function 
is to save the economy from inflation and deflation 
and stabilize the economy and prices. Credit control 
Can be divided into two classes namely, quantitative 
and qualitative controls. 


QUANTITATIVE CONTROLS 


These include such orthodox instruments of credit 
as: 


14 


Monetary Policies 


. Bank rate policy 

. Open-market operations 
. Variable reserve ratios 

. Liquidity ratio 

. Credit rationing 

. Selective credit control 


oo in bk WwW hw = 


Quantitative controls are used to expand or contract 
the total quantity (overall size) of credit. These 
controls are of the following kinds: 


1. Bank Rate (or Discount Rate) Policy 


Bank rate policy is the varying of the rate of interest/ 
return (cost) at which the central bank grants credit 
to other banks through loans and rediscount of bills 
and other eligible securities. When a bank's rate is 
raised, other bank's interest/return rates on advances 
also move up. When bank rate is decreased, other 
bank's interest/return rates on advances also go 
down. Borrowing from banks is encouraged and, as 
a result, the rate of monetary expansion increases. 


2. Open-market Operations 


The buying and selling of government securities by 
the central bank with a view to influence money 
supply is called open-market operations. When the 
central bank sells securities to buyers, they make 
payment for these to the central bank through 
commercial banks. A portion of commercial banks’ 
cash, nearly Rs. 20 million, flows to the central bank. 
As a result, the lending and financing power of 
banks decreases which leads to reduction in the rate 
of credit expansion. The purchase of securities by 
the central bank has the reverse effects. The money, 
nearly Rs.20 million, paid to the central bank flows 
to the commercial banks hence increasing their 
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lending and financing power. It results in a fall in 
the monetary expansion rate. 


3. Variable Reserve Ratios 


The amount of money which the banks are legally 
required to keep with the central bank is termed 
as legal cash reserve ratio or requirement. It is a 
certain percentage of deposits. If the cash reserve 
ratio is raised, from about 5 per cent to 7 per cent 
of total deposits, the lending and financing power 
of banks will contract accordingly, causing a fall 
in the money expansion rate. A decrease in ratio, 
from about 5 per cent to 3 per cent, will increase 
the money expansion rate by increasing the lending 
and financing capacity of banks. 


4. Liquidity Ratio 


In Pakistan, liquidity ratio refers to the amount 
of assets which banks are legally required to hold 
in the forms of (i) cash in hand, (ii) balances with 
SBP/NBP, and (iii) approved securities. In 1963, this 
ratio was 20 per cent and presently it is 35 per cent 
of the total deposit liabilities, The effects of varying 
liquidity ratio are similar to those of varying cash 
reserve ratio. An increase in it causes a fall and a 


decrease in it leads to a rise in the credit expansion 
rate, 


5. Credit Rationing 


In order to keep the total credit expansion within 
desirable limits, the central bank may prescribe 


ceilings (an upper limit) on the overall credit 
extended by each commercial bank. 


6. Selective Credit Controls 


They may take a number of forms: 
(a) Maximum Limit: A limit may be set on the 
maximum amount of credit which each bank 


can extend for certain purposes or to certain 
classes of borrowers. 


" (b) Selective Bans: The grant of credit for 
certain non-essential purposes may be 
totally banned. P ” 

(c) Mandatory Targets: To ensure adequate 
flow of credit, commercial banks may be 
given mandatory credit targets for preferred 


sectors and borrowers, such as agriculture 


and small borrowers. 

(d) Cost of Finance: Cost of finance may be 
lowered or raised selectively to encourage o; 
discourage investment in specific fields. 

(ec) Margin Requirements: The minimum 
margin requirements on securities may 
be relaxed or removed to encourage and 
tightened or imposed to discourage the 
financing of certain business. 


QUALITATIVE CONTROLS 


These include: 
(1) Moral suasion. 
(2) Method of publicity. 
(3) Variable margin requirements for security 
purchases in the stock exchange. 


Selective controls are mainly aimed at influencing 
the direction or distribution of credit, that is, the 
amount of specific types of credit. 


1. Moral Suasion 


The central bank, by virtue of its special position, 
can persuade commercial banks to follow a specific 
credit policy. The central bank can employ oral or 
written appeals or warnings. 


2. Publicity 


The central bank, through its different publications: 
may give publicity to the desirable credit policy in 
the form of a few broad principles. Banks may take 


guidance from this in respect of their lending and 
financing operations. 


3, Margin in Securities’ Rates 


Variable margin is prescribed for securities/shares 
purchases quoted on stock exchanges. 


LIMITATIONS OF CREDIT CONTROL PoLiICcyY 
OR DIFFICULTIES IN CONTROLLING CREDIT 


Credit control or monetary policy has many 
limitations. In other words, there are sever 








difficulties faced by the central bank to control 

credit: 

1. Absence of developed moncy markets: In 
underdeveloped countries, the central bank's 
contro! over bank credit is rendered very 
difficult by the absence of well-developed 
money markets. 

2. Existence of non-monetized sector: In the 
less developed countries, there exists a large 
non-monetized and rural subsistence sector. 
Thus, a big section of the community is quite 
unaffected by any monetary policy. 

3. Large-scale deficit financing: A large-scale 
deficit financing by the government may make 
the central bank powerless in controlling the 
amount of credit and inflationary pressures. 
Thus, unless it is prevented, the credit control 
measures will have little value. 

4. Cooperation of banks: It is very difficult 
for the central bank to control credit if the 
commercial banks do not extend their full 
cooperation. 

5. Conflicting objectives: The greatest difficulty 
confronted by the central bank in controlling 
credit is the simultaneous achievement of 
conflicting objectives. For example, the twin 
objectives of price stability and economic 
development may be conflicting in the 
short-run. An adequate amount of credit 
must be provided to productive activities to 
ensure an optimum growth of the economy. 
But this may increase inflationary pressures. 
On the other hand, a tightened credit policy 
may check inflation but at the same time it 
may slow down economic growth or even 
stagnate or decline the national product. 
Thus, under such conditions, the task of 
a central bank is very difficult. It has to 
minimize the conflicts. 

6. Conventional techniques: The conventional 
techniques of credit control namely: bank 
rate policy, open-market operations and 
varying reserve ratios are very powerful and 
effective in the developed countries such as 
the USA and UK. In countries like Pakistan, 
however, their scope is very limited. In 
Pakistan, therefore, the main measures are 
direct controls in the form of credit ceilings 
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and selective controls, but they have their own 
limitations. 

7. Credit ceilings: The setting of credit ceilings 
at levels which are practicable and effective 
at the same time is very difficult. At least 
some banks can be expected to complain of 
inequities in the prescribing of individual 
ceilings. 

8. Selective controls: In this connection the first 
problem is that it is difficult, if not impossible, 
to control the ultimate use of finance by the 
borrowers. Secondly, there is the problem of 
satisfactory supervision and ensuring proper 
response from each bank. In fact, to enforce 
a detailed selective control system is a very 
difficult task. 


MONETARY POLICY IN PAKISTAN 
(1947-1957) 


Monetary policy refers to the measures which the 
central bank of a country takes in controlling the 
money and credit supply in that country so as to 
bring about the desired changes in the economy. 
The State Bank of Pakistan (central bank), since its 
establishment in 1948, is regulating two important 
variables, ‘money’ and ‘credit’ for achieving rapid 
economic growth, price stability, high employment, 
and a balance of payments equilibrium. 

The State Bank of Pakistan, from 1947 to 1958, 
could not achieve the above desired goals of the 
monetary policy due to various reasons which 
briefly are: 

1. Due to low domestic savings, the government 
had to resort to deficit financing and external 
borrowing for increasing the level of invest- 
ment. Foreign loans and deficit financing 
increased inflationary pressure in the country. 

2. There was no organized money and capital 
market in the country. The State Bank, 
therefore, had no effective control over them. 

3. In the first two decades, the economy was 
hampered by a number of economic controls 
such as price control, rationing etc. The 
monetary policy in the absence of market 
mechanism remained almost ineffective. 

4. There was little coordination between the 
fiscal policy and monetary policy. As such the 
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monetary policy was unsuccessful in regulating 
the money and credit supply in the country. 


Changes in Monetary Policy (1958-69) 


The following changes were made in the monetary 
policy from 1958-68: 


1. During 1958-69, the government granted 


liberal concessions to the private sector to 
establish industries in the country. There 
was an increase in the monetary supply 
to the extent of absorption capacity of the 
company. In the First Five Year Plan period 
(1955-60), the monetary expansion amounted 
to Rs. 195.69 crore and in the Second Five 
Year Plan period (1960-65), the money 
supply increased by Rs, 280.84 crore, Bank 
credit both in the private and public sectors 
expanded to Rs. 161.74 crore during the First 
Five Year Plan period and in the Second Five 


Year Plan period it was equal to Rs.477.03 
crore, 


. The government introduced the Export Bonus 


Scheme in January 1959 for increasing exports 
and improving the balance of payments 
position. 


. An Export Credit Guarantee Scheme was 


introduced in 1962 to protect the interests of 


a exporters against commercial and political 
risks, 


. The State Bank raised the cash reserve 


requirements of the scheduled banks’ time 
liabilities from 2 per cent to S per cent in 1963 
and then to 7 per cent in April 1965. This was 
taken to check an undue expansion of credit. 


. The liquidity ratio of commercial banks was 


raised from 20 per cent to 25 per cent in 1967. 


The above monetary measures did prove effective 
as there was a satisfactory increase in the rate of 
economic growth, price stability, and employment 
in the country. Pakistan was regarded as a model 
developing country. 


Policy Changes (1970-77) 


There were significant changes in the monetary 
policy from 1970-77 which in brief are: 


l, 


The government made massive devaluation of 
the rupee by 131 per cent in May 1972. 


2. In order to bring uniformity in the exchange 
rate, the Export Bonus Scheme was discards 
in 1972, 

3. Pakistan continued to persist with a low rate 
of interest uptil the late 1970s. The bank rate 
was 4 per cent in 1959. It was raised to $ per 
cent in 1965 and 9 per cent uptil 1976. It was 
raised to 10 per cent in 1977 which remained 
unchanged. 

4, The liquidity ratio of commercial banks was 
raised from 25 per cent to 30 per cent in June 
hac. 

5. There was a rapid expansion in the monetary 
assets from 1970 to 1977, They increased from 
Rs. 21,234.4 million to Rs.5767.2 million by 
December 1977, The growth in monetary 
assets was faster than the rate of output 
growth which led to a rapid rise in prices in 
the country. 

6. The State Bank fixed credit ceiling for fixed 
and working capital for the private and public 
sectors, These credit ceilings exercised effective 
constraints on the under expansion of credit. 


The drastic changes made in the monetary policy 
from 1970-1977 did not achieve the desired results. 
There was a rapid increase in the prices of com- 
modities, The rate of economic growth declined, 
production and employment decreased, and there 
was deterioration in the balance of payments 
equilibrium. 


MONEY AND CREDIT PoLicy MEASURES 
DURING FISCAL YEAR 2002 


Appendix I attached to Annual Report 2001-2002 
of the State Bank of Pakistan contains money and 


credit policy measures for fiscal year 2002. Thes¢ 
measures are: 


Money Market Measures 


+ Habib Bank Limited, National Bank of 
Pakistan, Union Bank Limited, Citibank, ABN 
Amro Bank, American Express Bank, and 
Standard Chartered Bank were reappointed 5 
Primary Dealers for FY02. This decision w45 
made on 18 June 2001. 








—_— 


With effect from 25 July 2001, the State Bank 
of Pakistan decided to conduct OMIs as and 
when required by market conditions, giving 
prior intimation to banks. Other terms and 
conditions on the subject remained un- 
changed. 


Liquidity Control Measures 


» On 19 July 2002, it was decided to reduce the 


discount rate (the minimum rate of return to 
be paid by the recipients of financing facilities 
from SBP for temporary liquidity shortages 
and SBP 3-Day Repo facility against GOP 
Market Treasury Bills and Federal/Pakistan 
Investment Bonds) from 14.0 per cent to 13.0 
per cent. This rate was further reduced to 12.0 
per cent on 16 August 2002. On 20 October 
2002, the discount rate was again reduced by 
2 percentage points to 10 per cent per annum, 
and then by 1 percentage point to 9 per cent 
with effect from 23 January 2002. 

In order to meet the liquidity requirements, 
Investments Banks and Development Finance 
Institutions (DFIs) were also allowed to access 
SBP 3-Day Repo facility on the same terms 
and conditions as the commercial banks, with 
effect from 31 January 2002. 


Export Finance Scheme 


» Effective from | July 2002, the maximum rate 


of finance to be charged by banks from their 
borrowers under the Export Finance Scheme 
for all eligible commodities and export sales 
under locally manufactured machinery 
(LMM) was raised from 10.5 per cent to 13.0 
per cent per annum. The SBP refinance rate 
was correspondingly raised from 9.0 per cent 
to 11.5 per cent. However, these rates were 
later reduced by 1 percentage point with effect 
from 1 October 2001. 

Effective from 1 October 2001, the State Bank 
of Pakistan introduced new instructions 
under Part-I of the Export Finance Scheme. 
Modifications in the old scheme were aimed 
at the simplification of procedures to eliminate 
excessive documentations, lowering the mark- 
up rate, extending coverage, and setting up 
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of a Pre-shipment Export Finance Guarantee 
(PEFG) Agency. 
in order to enable the banks registered in 
Pakistan to have the confirmation of their 
L/Cs at a reasonable rate, the government 
negotiated a facility with the Asian Develop- 
ment Bank (ADB). The facility notified on 
17 October 2001 was to guarantee payments 
to international banks confirming eligible 
L/Cs, if the payment obligation under the L/C 
is not made by the issuing bank and this failure 
to pay is solely, directly, and immediately 
caused by the occurrence of certain events 
which have been pre-agreed between ADB 
and the GOP. The guarantee so provided 
effectively transferred country risk associated 
with Pakistan into ADB risk and ensured the 
continued willingness of international banks 
to confirm import L/Cs issued by Pakistani 
banks, used for imports required for export 
production. The facility is administered 
through a facility agent, the Standard Chartered 
Bank in Dubai, appointed by the ADB with 
concurrence of the government. 
It was decided on 24 October 2001 to 
relax the provision of EFS up to 270 days 
(both pre-shipment and post-shipment) for 
availing the finance for exporting carpets 
and rugs. In case of fresh finances granted 
by banks to exporters, the facility was made 
available to these exporters for 270 days. 
Banks were required to adjust the finance 
with a maximum period of 180 days and 
allow refinance for an additional period of 90 
days, (provided shipment was made by the 
exporters within a period of 180 days after the 
withdrawal of the finance). In case of export 
finance already availed by the exporters under 
Part-I of the EFS, banks were authorized to 
allow an additional period up to 90 days for 
the repayment of export finance. 
On 30 October 2001 banks were advised, to 
provide financial facility under the EFS to the 
consultancy services. Since the government 
accorded ‘deemed export’ status to foreign 
exchange receipts remitted into Pakistan 
against consultancy services, such earnings 
qualified for export finance facility under 
Part-I for a period not exceeding 180 days. 


296 


THE ECONOMY OF PAKISTAN 





However, the facility was made available on a 


case-by-case basis, 
¢ Effective from 1 December 2001, the rate at 
which SBP allowed refinance to banks on their 
disbursement to exporters was reduced to 8.5 
per cent per annum. (This rate was further 
reduced to 8 per cent effective from 1 January 
2002, 7 per cent effective from 1 February 
2002, and then again reduced to 6 per cent 
effective from 1 March 2002). However, 
commercial banks were required to ensure 
that where financing facilities were extended 
by them for availing refinance facilities under 
the EFS, their maximum margin/spread 
did not exceed 1.5 per cent per annum. The 
financing facilities under Part-B of the Scheme 
(for financing LMM) would also attract a 
similar mark-up rate structure. The rates 
under the EFS were revised upwards by half a 
percentage point effective from April 2002. 
¢ Following the 9/11 incident, consequent 
cancellation of export orders of the producers 
of leather garments and leather products, the 
SBP relaxed instructions on 21 December 
2001 for such exporters availing loans under 
export finance Part-I and II, Accordingly, 
exporters who had availed loans under 
Part-I of the Scheme, for export prior to 30 
September 2001 and had shipped goods with 
a delay, a maximum period of 90 days were 
granted during which the fine for delayed 
shipment would not be levied. However, 
exporters were obliged to liquidate the 
finance/refinance within a period of 180 days. 
On the other hand, exporters under Part-II 
were required to show matching performance 
for FY02 equal to at least 1.5 times (instead 
of 2.0 times) prescribed for all other eligible 
commodities under the Scheme. 

¢ Exporters of bleach/unbleached clothes were 
provided financing facilities under Part-I of 
the EFS, effective from 30 January 2002. This 
provision was however, made conditional to 
maintaining an export price equivalent to or 
above US$3 per square metre. 

« With effect from 16 February 2002, the Export 
Finance Facility was extended to the export 
of bones under both parts of the Scheme, and 
for the export of wheat under Part-I at post 































shipment stage to the private sector exporters 
only. 
In order to boost the export of brown rice 
to the European countries, effective from 
13 April 2002, finance/refinance for expor 
of brown rice in bulk/loose was allowed on 4 
case-by-case basis under Part-I of the Scheme 
against L/Cs only. The existing facility for 
exporting brown rice in packing of 1-50 kgs 
continued to be available. 
¢ On 27 April 2002, it was decided that the 
rate of refinance under the Export Refinance 
Scheme would remain at 6.5 per cent for 
the month of May 2002. The condition of 
maintaining the maximum margin/spread to 
1.5 per cent for providing facility to exporters 
availing refinance was retained. The financing 
facility under Part-B (LMM) attracted a 
parallel make-up rate structure. Further, 
for the months of May and June 2002, the 
refinance rates under both export finance and 
LMM finance were retained at 6.5 per cent, 
while maintaining a maximum margin/spread 
of 1.5 per cent. 


Inception of Housing Refinance Window 


On 13 July 2001, in order to allow banks to have 
an active role in lending for mortgage purposes a5 
envisaged in the National Housing Policy approved 
by the Federal Government, and bring in healthy 
competition among the commercial banks in respect 
of their lending activities for Housing Finance: 
it was decided to activate a Housing Refinance 
Window at the State Bank of Pakistan, which 
would be operative through the Housing Finance 
Companies (HFCs) registered and functional in thé 
private and public sectors. The following guidelines 
were issued with immediate effect: 
¢ Banks are free to extend mortgage loans UP 
to a maximum period of fifteen years for the 
construction of houses. The commercial banks 
would ensure matching of asset and liabililY: 
For this purpose, the commercial banks av 
encouraged to float long-term housing bon 
of not less than 10 years maturity. 
¢ While extending financing facilities to theif 
customers, the banks would ensure that the 


instalment of the loan extended by them ie 


commensurate with the cash flow and payment 


capacity of the borrower. This measure would 
be in addition to banks’ usual evaluation of 
each proposal concerning credit worthiness of 
the borrowers as also the fact that the banks’ 
portfolio under housing finance fulfils the 
prudential norms and instructions issued by 
the State Bank and does not impair the safety 
of the bank itself. 

« Banks are encouraged to develop floating 
rate products for extending housing loans, 
thereby managing interest rate risk to avoid 
its adverse effects. The State Bank would also 
encourage banks to develop in-house systems 
to stress test their housing portfolio against 
adverse movements in the interest rates as also 
maturity mismatches. 

¢ The commercial banks shall ensure that at 
no time their total exposure under house 
financing exceeds 5 per cent of their net 
advances. 

¢ The housing finance facility would attract a 
minimum debt equity ratio of 70:30. 


Wheat Procurement Facilitation by SBP 


To ensure that the transition to procurement 
of wheat by the private sector is accomplished 
smoothly, without causing any inconvenience to the 


Beneral consumers, the following guidelines were 


issued to banks for providing financial facilities 
to the private sector for wheat procurement/ 
storage through BSD Circular Letter No. 33 dated 
3 December 2001: 

* The banks would provide credit to the private 
sector for wheat procurement under com- 
modity operations at 12 per cent mark-up rate 
to the eligible flour mills for the initial year. 
The lending rates would subsequently be made 
market based on their linkage with the rates of 
T-bills. 

In order to assess the credit risk, banks would 
have a direct interaction with the borrowers. 
The Flour Mill Association would ensure 
cooperation in this regard so that banks 
are able to complete their credit approval/ 
appraisal process and legal documentation 
required for this purpose. 

¢ For the purpose of enhancement in the wheat 
storage capacity of the private sector, banks 
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will provide adequate funds for a maximum 
period up to seven years for the construction 
of silos, and other structures that can serve as 
a4 storage area for wheat at a debt equity ratio 
of 60:40 at normal lending rates. The banks 
would ensure that the transactions are viable 
and their exposure is adequately secured. The 
banks may like to approach the Ministry of 
Food, Agriculture and Livestock (MINFAL) 
that would prepare standardized models 
for the construction of storage facilities (of 
various sizes/types). 


Other Measures 


NBFIs’ financing facilities against the shares 
of listed companies, which were subject 
to the minimum margin of 30 per cent of 
their average market value of the preceding 
12 months, was reduced to 25 per cent from 
15 September 2001. 
On 10 October 2001, the SBP amended the 
existing forms of Accounts and Balance-Sheet 
of banks. The revised forms of Balance- 
Sheet, Profit and Loss Account, Statement of 
Changes in Equity and Cash Flow Statement 
together with notes forming part thereof 
substituted the existing forms effective from 
31 December 2001. 
It was decided to create a database of NPLs 
at the State Bank of Pakistan so as to have 
consolidated as well as individual borrower- 
wise figures of NPLs on a uniform basis for 
the purposes of SBP monitoring and sharing 
it with other banks. Banks were, therefore, 
advised to submit to the Credit Information 
Bureau, data of their non-performing loans 
of Rs. 10 million and above on monthly basis, 
starting from the month of October 2001, 
within 15 days of the end of each month. 
On i January 2002, the SBP instructed all 
banks/DFIs not to nominate as director 
(including nominee director on the board of a 
bank/DFIs) persons related with the business 
of money changes, members of the stock 
exchanges, brokerage houses or companies 
owned or controlled by them or persons 
directly or indirectly associated with the 
stock market/money changer. Banks having 
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such persons on their board were asked to 
regularize their positions within 90 days. 

« Effective from 1 January 2002, subordinated 
debt was redefined to include rated and listed 
subordinated debt instruments (like TFCs/ 
Bonds) raised in the capital market. To be 
eligible for inclusion in the supplementary 
capital, the instruments had to be fully paid 
up, unsecured, subordinated as to payment of 
principle and profit to all other indebtedness 
of the bank, including deposits and not be 
redeemable before maturity without prior 
approval of the SBP. 

« Prudential regulations pertaining to FE- 
25 deposits were amended on 1 January 
2002, stating that foreign currency deposits 
mobilized under FE-25 schemes should not 
at any point exceed 20 per cent of the local 
currency deposits of the banks/NBFls at the 
close of business on the last working day of 
the preceding quarter. The banks/NBFls that 
were in breach of this new requirement as 
on 1 January 2002 were required to ensure 
compliance by | July 2002. 

« Effective from 2 March 2002, the prudential 
regulation related to maintenance of assets by 
banks was amended, under which all banks in 
Pakistan were required to maintain 80 per cent 
(as against 85 per cent) of the assets created by 
them against their time and demand liabilities 
in Pakistan, and the remaining 20 per cent of 
the time and demand liabilities as specified in 
Form-X, could be held abroad. 

« Effective from 22 March 2002, the sale of 
special US Dollar Bonds against payment of 
value in US dollars and payment of ‘Rupee 
Redemption Bonus of 5 per cent’ on maturity 
of three years Special US Dollar Bonds for 
encashment in Pakistani rupees was stopped 
by the SBP by amending the Special US Dollar 
Bonds Rule of 1998. 

‘ « In order to prevent the use of traveller 
cheques for money laundering purposes and 
re-emphasize its use for travelling purposes, 
effective from 23 March 2002, the SBP dis- 
allowed banks to issue traveller cheques in 
denominations exceeding Rs. 10,000. 


STATE BANK OF PAKISTAN AS 
CONTROLLER OF CREDIT 


Objectives of Credit Control: The State Bank of 


Pakistan Act, 1956, gives special powers to the State 
Bank to regulate the volume and direction of bank 
loans in the country. The credit policy pursued by 
the State Bank aims at channelizing funds of the 
commercial banks to the productive sectors of the 
economy. It discourages the use of bank loans for 
non-productive purposes so as to achieve prosperity, 
stability and the growth of domestic economy. The 
long-term objective of the credit policy of the State 
Bank, however, is the promotion of high and stable 
level of employment in the country. 


Instruments of Credit Control: The principal 
weapons which have been used for controlling the 
volume and direction of bank credit in the country 
are almost the same which are being applied in other 
countries of the world by their central banks. The 
main instruments of credit policy applied by the 
State Bank of Pakistan are discussed below in brief. 


Quantitative Controls 


I. Bank Rate: Bank rate is also called the 
discount rate. Bank rate is the official rate at which 
the State Bank rediscounts the first class securities 
at its counter. The State Bank raises or lowers the 
discount rate from time to time in accordance with 
the credit requirements of the country, When the 
bank rate is raised, it is followed by an increase in 
the discount rate of commercial banks. Borrowing 
is discouraged in the country and it eventually leads 
to contraction of credit. A fall in the bank rate has 
the opposite effect. 

The State Bank has been applying and changing 
the bank rate from time to time. It is now charging 
10 per cent on rediscounting the first class bills of 
exchange. The bank rate or the discount rate has 
not proved to be an effective instrument of credit 
control as the bill market is not very well organized 
and soundly developed in Pakistan. 

Note: With the introduction of an interest freé 
system, the functions and responsibilities of the 
State Bank of Pakistan remain nearly unaffected: 
However, the bank rate weapon has become 
redundant and it is now replaced by the power 0 








the Bank to fix its profit sharing ratio in respect of 
its own financial assistance to the commercial banks. 


2, Open-market Operations: Open-market 


operations means the sale and purchase of 
government securities by the central bank of the 
country in the open-market. The sale of securities 
leads to contraction of credit and the purchase, 
therefore, to the expansion of credit. 


The State Bank of Pakistan, under Section 17 of 


the Act, has been using this to regulate the flow of 
the credit in the country. However, it has been quite 
unsuccessful in controlling the volume of credit as 
(a) the money market is not responsive in Pakistan, 
(b) the commercial banks are carrying reserves with 
themselves, and (c) the marketable securities are 


inadequate. 


3. Variable Reserve Requirements: The variable 


reserve requirement is an effective method of credit 
-control by the central bank of a country. The State 
Bank of Pakistan, under Section 36 of the Act, 
requires the scheduled banks to maintain at least 
5 per cent of the demand and time liabilities with 
them. The power to change the minimum reserve 
rests with the State Bank. 


The instrument of ‘variable reserve ratio’ is used 
for affecting the liquidity position of the banks and 
hence their ability to finance. When the reserve 
requirement is raised by the central bank, it reduces 
the excess reserves of the commercial banks and 
thus restricts the expansion of credit in the country. 
When expansion of credit is required in the country, 
the central bank lowers the reserve ratio. Under 
the Banking Companies Ordinance, 1960, the 
commercial banks are also required to maintain 30 
per cent liquidity ratio on a day-to-day basis. 

4, Credit Rationing: In times of emergencies, the 
State Bank is also empowered to place limits on the 
amount available for each application of loan. 

5. Credit Targets: The Government of Pakistan 
set up the National Credit Consultative Council 
(NCCC) in 1974. Its function is to examine 
the overall credit situation in the country and 
indicate the credit limits for the public and private 
enterprises. The State Bank of Pakistan sets specific 
target of funds to be given to agriculture, business, 
industry, and low-cost housing by the commercial 
banks. If the commercial banks fail to achieve the 
ceilings, it imposes penalty on them. The defaulting 
commercial bank shall have to give interest-free loan 
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to the State Bank of the amount falling short of the 
target. 


Qualitative Controls 


1, Moral Persuasion: If the commercial banks 
are advancing funds for speculative or non-essential 
activities, the State Bank can persuade and directly 
appeal to them to follow the monetary rules and 
regulations laid down by the bank. 

2. Direct Action: If the commercial banks do 
not act upon the credit policy of the State Bank, it 
is then empowered to take action against them. 


MICROFINANCE BANK FOR 
POVERTY ALLEVIATION 


On 12 August 2000, the government announced the 
establishing of a Microfinance Bank to lend credit to 
millions of poor people. The Bank is the culmination 
of the government's initiatives to counter poverty on 
a sustainable basis through provision of lending 
and savings facilities to the one-third segment of 
the population living below the poverty line. The 
following are the main objectives of Microfinance 
Bank: 

» to provide credit with or without collateral 
security, in cash or kind, to poor persons 
for all types of economic activities including 
housing but excluding business in foreign 
exchange transactions; 

» to undertake the management, control, and 
supervision of any organization, enterprise, 
scheme, trust fund or endowment fund for the 
benefit and advancement of poor persons; 

- to buy, sell, and supply credit to the poor 
people for industrial and agricultural inputs, 
livestock, machinery, implements, equipment, 
and industrial raw materials, and to act as the 
agent for any organization for the sale of such 
goods or livestock; . 

» to carry out survey and research, and to issue 
publications and maintain statistics related to 
the improvement of the economic condition 
of poor persons; 
to provide professional advice to poor people 
regarding investments in smal] business and 
cottage industries; 


Ea se 


300 =THE ECONOMY OF PAKISTAN 


° to encourage investments in cottage industries 


and income-generating projects for the poor 
people. 


since the Bank is a common man’s bank, its name 
has been proposed in the national language as 
Khushali Bank meaning Prosperity Bank. The Asian 
Development Bank provided US$150 million loan 
on soft terms at 1.0 per cent to 1.5 per cent mark- 
up with a repayment period of 33 years. The Bank 
plans to extend credit of Rs.5,000 to Rs, 30,000 
to people in smaller communities to be used for 
income-generating activities. It has been established 
in essence for a revolutionary social movement to 
empower the under-privileged communities and 
give them self-respect, rights, and money to feed 
themselves and their families. The Bank operates on 
non-profitable and cost recovery basis and had given 
credit to around 100,000 poor people by December 
2001. The overall lending programme will cover 30 


per cent women and the beneficiaries will directly 
get the loans. 


EXCHANGE AND PAYMENTS REFORMS 
DURING FISCAL YEAR 2002 


Appendix 2 attached to the Annual Report 2001- 
2002 of State Bank of Pakistan contains Exchange 
and Payment Reforms during fiscal year 2002. These 
are: 

e On 27 August 2001, authorized dealers (ADs) 
were empowered to allow remittances of 
surplus passage/freight collection of foreign 
airlines/GSAs of foreign airlines in respect of 
those passages/freight that have already been 
undertaken. 

0 With a view to liberalize the foreign exchange 
activities, Nostro limits of the ADs were 
withdrawn with effect from 31 August 2001. 

+ Effective from 1 September 2001, resident 

- Pakistanis, including firms and companies, 
were allowed to make equity based investment 
(other than portfolio investment) in companies 
(whether incorporated or not)/joint ventures 
abroad on repatriable basis, in accordance 
with the prescribed guidelines, with prior 
permission of the SBP. 





« The restriction placed on ADs for buyin 
and selling foreign exchange from/to othe 
ADs in Pakistan unless backed by permissible 
customer transaction was withdrawn with 
effect from 21 November 2001. Hence, ADs 
could freely buy and sell foreign currency 
from/to other ADs within permissible 
exposure limits. 

« With a view to further liberalize the foreign 

exchange activities, the amount of foreign 
exchange in excess of the prescribed limits 
on payments for travel, education, medical 
treatment abroad, and other specified 
invisibles was allowed subject to certain 
conditions with effect from 21 November 
2001. 
It has been decided that after 31 January 2002, 
fresh deposits under NDRP-IH would not be 
accepted, and that rollover of earlier deposits 
would also cease. Hence, all existing deposits 
would be paid on maturity. 
With effect from 13 February 2002, ADs 
were allowed to issue foreign currency 
travellers cheques to foreign and Pakistani 
nationals (residents and non-residents) 
against surrenders of an equal amount of 
foreign exchange in cash. 


¢ Effective from 19 February 2002, ADs were 


delegated powers to allow the opening of 
Special Foreign Currency Accounts in Pakistan 
by owners, characters, and operations of ships 
and/or all floating crafters including tugs: 
dredgers survey vessels, and other specialized 
crafts. The cash deposits and withdrawal were; 
however, not permitted. 


* To further liberalize the foreign exchange 


market, the surrender requirement for ADs 00 
incremental deposits (FE-31) was withdraw 
with effect from 1 April 2002. Hence, n0 
forward cover would be provided by the SBP. 
The rollover of existing forward covers wa5 
also prohibited and ADs were advised to 
take up the respective forward contracts 09 
maturity. With effect from 1 July 2002, thé 
same CRR and SLR were made applicable 0° 
FE-31 deposits as were applicable to FE-22: 
Effective from | January 2003, FE-31 deposits 
will form an integral part of FE~25 depasils- 








‘The Foreign Exchange Manual 


A major update and revision in the Foreign 
Exchange Manual was announced on 2 January 
2002, details of which are given as under: 

« Previously, the ADs licence to branches of the 
banks/NBFIs was granted by SBP on case-to- 
case basis. Now, after obtaining an authoriza- 
tion from SBP to deal in foreign exchange, 
head offices/principal offices of the banks/ 
NDEFIs were free to decide full/restricted AD 
licence for their branches. 

» ADs are allowed to sell foreign currencies 
forward to non-residents for their portfolio 
investment in the rupee denominated shares 
and securities on repatriation basis out of 
funds remitted from abroad. The forward 
cover can also be provided on the date of 
conversion of foreign currency into rupees 
pending their investment. Such sales were 
to make only for the amounts brought in or 
the face value of the security, whichever was 
higher. No forward cover was to be provided 
for dividend/interest/coupon income and for 
Foreign Direct Investment. 

« ADs were allowed to provide forward cover 
to investment banks, modarabas, and leasing 
companies holding restricted AD licence in 
respect of funds mobilized against issuance of 
Certificate of Investment and surrendered to 
the SBP, provided that forward cover facility 
was not obtained from SBP. 

* ADs were permitted to extend forward 
contracts on a rollover basis even for Jess than 
one month. 

¢ Foreign oil/minerals exploration companies 
and foreign contractors and their foreign 
sub-contractors were allowed to open foreign 
currency account with ADs subject to certain 
conditions. 

* Firms and companies raising foreign equity 
and foreign currency loans were allowed to 
open special foreign currency accounts for 
receiving and retaining the foreign funds 
under specified conditions. 

* Monthly ceilings of Rs.5,000 on cheques 
drawn from non-resident accounts of persons, 
firms and companies other than banks, for 
maintenance were withdrawn. 
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¢ The facility of retaining export proceeds in 
special exporters account for 3 days is also 
available for advance payment received for 
exports. 

« ADs were allowed to extend realization period 
to six months (where the terms of sale provide 
for payment earlier than six months) subject 
to satisfactory explanation for the extension in 
the realization period. 

* The powers to allow remittances against 
import documents received directly by the 
importer were delegated to the ADs. 

« The powers to allow remittances of claim in 
respect of reinsurance business were delegated 
to ADs. 

« The requirement of submission of details of 
credit entries in bank account other than 
monthly pay and allowances and sale proceeds 
realized in respect of locally and imported 
purchased articles each of value of Rs.500 was 
dispensed with. 

The ceiling of Rs.10,000 for payment of fee 

for approved correspondence course had been 

abolished. 

The powers to sanction foreign currency 

loan for working capital of foreign controlled 

companies were delegated to ADs. 


STATE BANK OF PAKISTAN’S 
MONETARY POLICY STATEMENT 


The State Bank of Pakistan (SBP) in its first 
Monetary Policy Statement issued on 29 January, 
said the current monetary stance was unlikely to 
be altered unless there was a material shift in the 
inflation outlook or exogenous shocks like the 
Iraq War which could hit the economy. This first 
Monetary Policy Statement (MPS) outlines the 
monetary stance to be followed from January to 
June 2000. The monetary policy stance during fiscal 
years 1999-2000 and 2001-2002 was justifiably tight 
in order to check prices and buttress exchange rates 
to build up foreign exchange reserves. Monetary 
expansion is projected at more than 16 per cent 
against the target of 10.8 per cent precipitated by 
rising foreign exchange inflows in the country, since 
the money supply has already expanded at 9.4 per 
cent in the first half against a target of 7.9 per cent. 
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The State Bank of Pakistan’s economic outlook 
for the six-month period of fiscal year 2003 is 
constructed on a scenario based on industrial growth 
sustained momentum, promising agricultural crops, 
steady export expansion, and improved private 
sector credit. 

The monetary policy in the remaining period of 
the current fiscal year will be aimed at managing 
the classical impossible trinity of a stable exchange 
rate, stable interest rates and unrestricted foreign 
exchange flows. And according to the Monetary 
Policy Statement the prospects for achieving the 
targeted growth of 4.5 per cent appear quite high. 

Following is the text of the Monetary Policy 
statement issued by the State Bank of Pakistan on 
29 January 2003. 


INTRODUCTION 


The conduct of monetary policy in Pakistan has 
undergone a paradigm shift in the aftermath of 
financial sector reforms that were initiated in the 
late 1980s. In the earlier period, monetary policy 
relied on direct instruments, e.g. credit restrictions 
on individual banks, but it was from early 1990s that 
the reliance on direct controls was done away with. 
Monetary policy is currently conducted through the 
market-based mechanism, and indirect instruments 
like discount rate and open-market operations are 
commonly used to impact and regulate inter-bank 
liquidity. 

Monetary policy stance during fiscal years 1999- 
2000 and 2000-01 was justifiably tight in order to 
check prices and buttress exchange rates to build up 
foreign exchange reserves. Many policy initiatives 
were also taken to improve the financial stability 
of the banking system. Resultantly, exchange rate 
did not deviate much from the trend and the CP! 
inflation came down and remained well under 4 per 
cent. Therefore, monetary policy was subsequently 
eased and SBP reduced the discount rate by 200 
basis points to 12 per cent between June and August 
2001. 

Since the switch-over of the exchange rate 
regime to determination through free float in July 
2000, the link between the monetary policy and 
exchange rate policy has become intertwined. The 


_ Steep depreciation of the rupee soon after the free 


November 2002 was chosen when it become obvious 
that inflationary expectation remained subdued, 

rivate sector credit off-take was sluggish, and the 
differential between domestic and international 
interest rates had widened. 

The SBP continued with the policy of sterilizing 
the monetary impact of foreign exchange purchases 
to contain the growth of reserve money (RM) and 
hence inflation. The SBP had injected Rs. 390 billion 
(against net purchases of US$6.5 billion) into the 
banking system between September 2001 and 
December 2002, but 61.19 per cent of that injection 
(Rs. 238.6 billion) was sterilized primarily through 
auctioning of the government paper. This shifted a 
significant amount of government borrowings from 
SBP to the rest of the banking system. Therefore, the 
stock of reserve money with ongoing sterilization 
grew only by 27.2 per cent; it otherwise would have 
risen by 72.4 per cent. 

The principal benefit of sterilization is the 
containment of inflation. However, it is not without 
a cost as the process of sterilization is reducing the 
profit of the SBP. Under sterilization, SBP passes 
on some of its T-bill holdings to scheduled banks 
to mop up liquidity (generated by the purchases of 
foreign exchange inflows) to stabilize exchange rates 
and in the process suffered foregone earnings of 
about 5 percentage points, i.e, interest which it could 
have earned on T-bill holdings. On the other hand, 
the SBP is earning about 1.25 per cent on foreign 
exchange purchases placed abroad. Therefore, 
the net loss to SBP is about 3.75 per cent points 
of interest on each dollar added to the country’s 
reserves. This cost has to be evaluated against the 
benefits of low inflationary environment, mainte- 
nance of market shares by our exporters in inter- 
national markets, and lower cost of borrowing by 
the government. 

It is also pertinent to mention that while 
managing liquidity following the discount rate cuts, 
the SBP continued to ensure the stability of short- 
term interest rates. The SBP did not allow the free 
fall of short-term interest rates. Therefore, yields 
on bills gradually came down. Banks continued 
to show their keen interest to invest in long-term 
Paper in anticipation of further decline in interest 
tates, but SBP did not allow it to happen by sticking 
to PIB auction targets. That is why the relative 
Yield on PIBs continued to come down faster and 


float led the SBP to tighten inter-bank liquidity jn 
an effort to stabilize exchange rate. The SBP had tp 
make upward adjustments in the discount rate. This 
resulted in higher yields on government paper of 
various tenors. For example, the return on bench. 
mark rate (6-month T-bill) started to move upwards 
and this process continued until the exchange rate 
stabilized by mid-2001. 

Monetary policy, which was accommodative 
even prior to 9/11 events, became even more 
receptive with the acceleration of foreign exchange 
inflows from. overseas Pakistani workers, which 
found their way through the banking channel. 
This massively improved the net foreign assets of 
the entire banking system and hence the foreign 
exchange reserves position, and initiated the process 
of rupee appreciation for the first time in the recent 
economic history of Pakistan. Economic conditions 
and uncertainties arising from the fallout of the 
9/11 events called for further monetary easing 
as inflation was subdued, economic growth was 
sluggish, and international recession was deepening. 
As a consequence, the discount rate was further 
reduced by 300 basis points bringing it down to 9 
per cent by January 2002. 

Foreign exchange reserves which totalled 
US$3.38 billion on 9/11 have gone up 3-fold 
(equivalent to 11 months’ imports) and are expected 
to reach US$10 billion figure soon. These reserves 
would enhance investors’ confidence, contribute 
towards Pakistan's creditworthiness, provide 4 
cushion against eventualities, and add to the 
financial sector's deepening. Rupee-dollar parity 
has appreciated by around 9.8 per cent since then. 
SBP adopted a policy of avoiding sharp and violent 
appreciation by mopping up excess supply of foreigh 
exchange from the inter-bank market and injecting 
more rupee liquidity into the banking system and 
continued with the accommodative monetary policy 7 
stance by reducing the discount rate 5 times since ; 
18 July 2001. The underlying rationale for this policy 
was to stimulate non-inflationary environment fof | 
investment, to moderate rupee appreciation and t© 
preserve export competitiveness. The above strategy 
worked well and therefore, the rupee~dollar parity: 
which had appreciated by 6.7 per cent during July- 
December 2001, showed a subdued appreciation 

of 2.9 per cent during July-December 2002. Thé 
timing of the discount rate cut announced i? 
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was reflected in flattening of the yield curves at 
longer maturities, with successive downward shifts 
primarily in the aftermath of discount rate cuts. 


Money, Credit, and Prices Credit 
Plan Targets (2002-03) 


The SBP continued with its flexible monetary policy 
stance during 2002-03 and therefore the Credit Plan 
for the year targeted money supply (M2) to grow at 
10.8 per cent in accordance with annual economic 
growth target of 4.5 per cent and inflation target 
of 4.0 per cent. Net Foreign Assets (NFA) of the 
banking system, which primarily capture external 
sector developments, were projected to contribute 
Rs. 91.5 billion (48.16 per cent) to overall monetary 
expansion by the end of the year in anticipation 
of massive foreign exchange inflows including 
home remittances, net export earnings, FDI, and 
equity inflows and assistance from IFIs. The NFA 
projection was made with the explicit understanding 
that it may need upward revision in light of 
actual performance of the external sector during 
July-December 2002. Similarly, Net Domestic 
Assets (NDA) of the banking system, which reflect 
domestic economic developments, were expected to 
increase by Rs.98.5 billion and contribute 51.8 per 
cent to overall targeted monetary expansion. The 
rise in NDA was projected to occur as a result of 
net credit utilization by the non-government sector. 
Therefore, private sector was forecasted to borrow 
Rs. 94.7 billion while all major and minor PSEs were 
allocated Rs. 20 billion. 

The. government sector was forecasted to show 
improved fiscal discipline and was expected to retire 
Rs. 14.2 billion in respect of budgetary support. It 
was also expected to retire Rs. 3.0 billion in respect 
of commodity operations based on the fact that 
it had borrowed heavily the previous year and 
there was a strong likelihood of the private sector 
participating in commodity operations. 


Actual Monetary Developments 
{July-Dec. 2002) 


The monetary impact of massive inflows of foreign 
exchange into the country in the first half of the 
current fiscal year was such that it led the money 
supply to grow by 9.4 per cent (Rs. 166.4 billion) 
against the annual target of 10.8 per cent (Rs. 190 
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billion) and an increase of 7.9 per cent (Rs. 121.1 
billion) during the same period in the previous 
year. Net foreign assets, which account for almost 
all the expansion in M2, showed an increase of 
83.5 per cent during this period while net domestic 
assets shrank by 1.9 per cent. The major factors 
contributing to the phenomenal growth of the 
NFA of SBP were worker's remittances, financial 
assistance from IFls/other donors, to some extent 
speedy repatriation of export proceeds, and 
increased FDI inflows. The excess supply was, as 
before, purchased by the SBP to moderate rupee 
appreciation and build up foreign exchange reserves, 
The NDA of the banking system depicted a decline 
of Rs, 29.5 billion in spite of a significant flow of 
Rs. 68.7 billion in the commercial banks’ credit to 
the private sector. This showed an impressive growth 
of 72.4 per cent compared to the corresponding 
period the previous year. The private sector credit 
by commercial banks was Rs. 39.8 billion in July- 
December 2001. Credit to the agriculture sector 
increased by 10.7 per cent as commercial banks 
expanded this type of loaning. Net government 
borrowing remained on track largely because of 
improved performance of tax revenue collection 
and maintenance of fiscal discipline. The overall 
budget deficit decreased to 1 per cent of projected 
GDP from 1.7 per cent in the corresponding period 
in the previous year. There was a marked shift in 
the pattern of government borrowing from the 
banking system. While the government's budgetary 
borrowing from the banking system during July- 
December 2002 amounted to Rs. 5.4 billion, it 
borrowed Rs. 140.5 billion from the commercial 
banks and retired Rs. 135.1 billion to the SBP. The 
government continued to borrow heavily through 
auctions from the banks and kept on retiring its 
debt owed to the SBP. This reinforced the process 
of sterilization that was needed to dampen the 
monetary impact of SBP foreign exchange purchases 
from the inter-bank market. 

It was the net credit retirement of government 
borrowings for commodity operations (Rs. 22.1 
billion) and the contractionary impact of scheduled 
banks’ other items, which reduced the NDA of the 
banking system. 

. The strength of exchange rate is usually gauged 
in popular discourse, by nominal changes in the US 
dollar-rupee parity. As the nominal exchange rate 


had overshot in the aftermath of introduction of 
free float in 2001, it would not be correct to take the 
resulting parity as the reference point for measurin 

rupee depreciation. The true indicator of the expe 
competitiveness is Real Effective Exchange Rate 
Real Effective Exchange Rate (REER) is determined 
both by exogenous movements in dollar-rupee 
parity and endogenous influence of internal price 
changes. Despite nominal appreciation, REER in 
December 2002 stood depreciated by 10.3 per cent 
and 3.0 per-cent in relation to June 2000 and June 
2001 respectively. 


Interest Rate Environment 


The average lending rates of commercial banks have 
declined from 14 per cent in November 2001 to 10.6 
per cent by November 2002 as a consequence of the 
cut in SBP's discount rate of 650 basis points since 
July 2001. Export refinance rate, which is linked 
with the yield on the 6-month T-bill, has declined 
by 865 basis points to 6 per cent since June 2001. 
similarly, returns on National Savings Schemes, 
which are linked with respective maturity yields 
on PIBs, have also significantly declined since July 
2001. For example, the yield on 10-year Defence 
Savings Certificates has diminished by 497 basis 
points to 10.03 per cent while the return on 3-year 
Special savings Certificates has shrunk by 420 basis 
points to 9.0 per cent. The discount rate cuts have 
yet to produce the desirable result of bringing the 
banking spread (average lending rate ~ average 

deposit rate) down to a reasonable level. However, it 

is encouraging to see the banking spread come down 

to 6.64 per cent in October 2002 and 5.89 per cent 

in November 2002 from 7.17 per cent in July 2002. 
This process is expected to continue in the aftermath 
of recent discount rate cut, declining NPLs, and 
pressures on banks to lend more to the private sector 
in view of very low yields on government papers. 


Inflation Trends 


Price inflation continued to be on the lower side 
despite substantial monetary expansion (9.4 pet 
cent) during the first half of the current fiscal 
year. This occurred due to better supply position 
and appreciating and stable exchange rates, whic 

not only helped contain import prices of final 
goods but also reduced the cost of imported ra¥ 
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materials, Consumer price inflation remained 
subdued as it slightly went up to 3.55 per cent 
during July-December 2002 compared with 3.25 
per cent recorded in the corresponding period of 
the previous year. The nominal rise in CP! inflation 
resulted from the food component of CPI basket 
(contrary to the previous year) whose index rose 
by 3.98 per cent compared with 1.51 per cent in the 

revious year. Those food items that were subject to 
price hikes included agriculture products like wheat, 
wheat flour, rice, and edible oil. 

The price of edible oil reflected the rising world 
prices and domestic imposition of GST. The index 
of the non-food component depicted a small rise of 
3,22 per cent compared with 4.36 per cent in the 
same period of last year. This occurred due to lower 
price increases of POL products. The prices of POL 
products were adjusted upward on eight occasions 
and adjusted downward twice, but their cumulative 
impact did not add much to price inflation. In 
short, CPI inflation is expected to remain within the 
annual target of 4 per cent in view of strong rupee 
and ongoing sterilization. 


External Sector Developments 


The balance of payments position of the country 
kept on improving due to a host of reasons. First, 
workers’ remittances continued to exhibit a rising 
trend and averaged a monthly inflow of about 
US$350 million in July-December 2002 period 
compared to US$164 million in July-December 
2001. Second, trade balance continued to improve 
as a result of higher growth of exports (16 per cent) 
despite appreciating rupee (both in terms of volume 
and unit prices of principal textile exports) than 
imports. Third, FDI and equity inflows also showed 
Visible growth (+164 per cent). Fourth, there was 
some indirect evidence of reversal of capital flight as 
depicted by the bullish trend of the domestic stock 
markets and real estate markets, increased use of self 
financing by importers of machinery and sustained 
trend of de-dollarization of the economy. 

The Balance of Payments position during July- 
November 2002 reflected significant improvement 
in both current account and capital account. The 
current account balance (excluding official transfers) 
Posted a hefty surplus of US$1,229 million in July- 
November 2002 compared to the surplus of US$157 
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million in the same period of last year, despite a 
sharp rise in imports (+17.1 per cent). 

The capital account also exhibited a significant 
improvement and recorded a nominal net outflow 
of US$6 million in July-November 2002 compared 
with the net outflow of US$670 million in the 
same period of last year. This improvement can be 
attributed mainly to a sharp rise in programme aid 
from IFIs (non-food receipts), significant rise in FDI 
inflows, and an increase in private loan inflows. 


Macroeconomic Outlook and 
Monetary Policy Stance 


The baseline scenario, on which the SBP’s economic 
outlook for the remaining six month period of FY 
03 is constructed, assumes an acceleration in GDP 
growth from the past year's level. With industrial 
growth momentum sustaining, agricultural crops 
looking promising, export expansion remaining 
steady, and private sector credit picking up, the 
prospects for achieving the targeted growth of 4.5 
per cent appear quite high. Anecdotal evidence 
suggests that consumer confidence also seems 
holding up and there are no signs of sharp consumer 
retrenchment. Foreign investment is beginning 
to trickle in but domestic investor sentiment still 
appears cool. The SBP believes that this growth 
target will be achieved against a benign inflation 
backdrop. Inflation is projected to be stable and not 
deviate much from the annual target of 4 per cent 
more likely due to strong rupee and good availability 
of food. The external sector characterized by 
dwindling trade imbalance and rising home 
remittances (projected to be around US$3.5 billion 
by the end of the year) is likely to perform equally 
well in the remaining half of the year. Strong 
external sector performance would be the key factor 
in sustaining the ongoing monetary expansion. 
Looking ahead, monetary expansion is projected 
to be more than 16 per cent against the annual 
target of 10.8 per cent precipitated by rising foreign 
exchange inflows. Monetary policy in the remaining 
six-month period of the current fiscal year will be 
aimed at managing the classical impossible trinity 
of a stable exchange rate, stable interest rates, 
and unrestricted foreign exchange inflows. The 
price and exchange rate stability in the wake of 
anticipated foreign exchange inflows will translate 
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into increased supply of reserve money. Thus 
containment of reserve money growth to its target 
level will remain the policy goal. A gradual and 
steady appreciation of rupee, accelerated repayments 
and pre-payments of external debt and liabilities, 
and holding interest rates unchanged by sterilizing 
the monetary impact of the foreign exchange inflows 
will be the tools through which monetary policy 
will be conducted. The banks are also being enabled 
and incentivized by a mixture of a regulatory and 
market-based tools to diversify and utilize some 
of their liquidity by resorting to prudent lending 
to non-traditional sectors of the economy such 
as housing, infrastructure, SMEs, agriculture, and 
consumer financing and thus reinforce consumer 
confidence. 

The monetary discipline combined with a 
declining fiscal risk is expected to help keep 
inflationary pressures in check. This will be 
further helped by the lower inflation as the rupee 
has appreciated. The sharply lower interest rate 
environment under current conditions, buoyant 
external demand, continued fiscal discipline and 
increasing expectations of policy stability will 
help the private sector credit target to be met 
thus providing a non-inflationary stimulus to 
the economy. The current monetary stance is 
unlikely to be altered unless there is a material 
shift in the inflation outlook or exogenous shock 
- (such as the Iraq War) hits the economy or some 
other unanticipated events disrupt the trajectory. 
It is assumed that the interest rate environment 
in Pakistan's major trading partners and major 
competitor nations will remain unchanged. The 
risks, in absence of the Iraq War, are balanced and 
there are no accentuating trends which are likely to 
affect the current stable interest rate environment. 


Money and Banking—An Update 


State Bank of Pakistan in its Annual Report 2010-11 
(Volume-I) has included a review of the economy. 
Chapter 4 (pp. 57 to 84) is entitled ‘Money and 
Banking. There is a lucid discussion of monetary 
survey, money market, and capital markets. For 
further details, visit its website: www.sbp.org.pk. 





Monetary Policy Statement 


The statement relating to October-November 2009 
was released by the Economic Policy Department 
of the State Bank of Pakistan on 30 September 2009 
and can be seen on the ww.sbp.org.pk. The discount 
rate was maintained at 13 per cent. 

Earlier, State Bank of Pakistan in its Monetary 
Policy starting 2011-12 continue to reduce the 
discount. The redeeming features of the Monetary 
Policy Statement are summarized as under: 

1, The Monetary Policy Statement in future 
would be on a biannual rather than quarterly 
basis, 

2. An independent Monetary Policy Comunittee 
of experts would be constituted in addition 
to State Bank of Pakistan Board of 
Representatives to make recommendations 
relative to monetary stances of the State Bank 
of Pakistan given the then current economic 
situation of the economy as determining 
factor(s) of the discount rate policy. 

3. The cash reserves requirement (CRR) and the 
statutory liquidity requirement (SLR) have 
been kept unchanged to provide adequate 
liquidity in the financial market. The current 
account deficit in the current fiscal year has 
been forecasted to be below 5 per cent of GDP. 

4. Non-performing loans in 2010-11 were 
Rs 595 billions, higher than the figures 
relating to 2009-10. 

5. The Banks can borrow at 13 per cent and can 
place their excess deposits at 10 per cent with 
State Bank of Pakistan overnight. 

6. GDP growth in the fiscal year ended june 2012 
was placed at 3.4 per cent. 

7. Average inflation in the current fiscal year 
2011-2012 has been forecasted at 10 per cent. 

8. Government borrowing from the Central 
Bank for budgetary support is generally not 
within the limits set for the quarter. 


The Monetary Statement is released by State Bank of 
Pakistan on a quarterly basis. Readers are suggested 
to visit the website of State Bank of Pakistan (WWW 
sbp.org.pk) to stay updated. 


PAKISTAN S MONETARY POLIcy 
2011-2012 


A Review 


Based on information available in Pakistan Se 

Survey 2011-12, a brief summary of the above Policy 

is given below: 

" at aims at stabilizing economic growth through 
number of channels. . 

2) With the passage of time discount rate 
announced by the State Bank of Pakistan has 
been steadily declining. This is announced 
through Monetary Policy announcement after 
every two months. On 01 August 201 1, it was 
13.5 per cent, on 10 October 2011, it was 12 
per cent, on 30 November 2011, it was again 
12 per cent and the current trend is declining 
and the available information discount rate as 
of writing of this chapter was 10.5 per cent. 

3) It is well-acknowledged that continuation 
of sound monetary management 1s very 
significant for facing multi-faceted eee 
with major issues of price ability, control o 


CHAPTER 14. Monetary Policies 307 


money supply and rationale of administered 
interest rates. SBP has mainly concentrated 
on controlling inflation with the challenge to 
reduce it to a single digit. Accordingly, SBP 
has followed a pro-active policy to shave off 
additional demand from the economy. 

4) During the first eleven months (July-May 
2012) M2 (broad money) witnessed an 
expansion of 9.9 per cent. m 

5} SBP focused on commodity finance to pat 
short-term advances to Government, Public 
Sector Corporations and Private Sector for 
procurement of mcrae such as cotton, 

eat, rice, sugar, and fertilizer. 

6) oe to heavy Rar eaia by the Government 
of Pakistan from the banking sector, credit to 
private sector was restricted. . . 

7) Till May 2012, currency in circulation was 

.1.71 trillion. . 

8) at August 2011, SBP was following a “gat 

Monetary Policy. However, subsequently, the 


trend has changed. 


Some interesting statistics relating to open market 
operations are as under: 


Table 14.1. Open Market Operation Details 2011-2012 


Particulars 


SBP Reverse Repo Rate 
Treasury Bill Youth — six months 
KIBOR — six months 

Pakistan Investment Bonds 
Inter-Bank Call Rate 

SBP Export Finance Rate 


Aomasop 


Unit (duly-March) 

i 00% 
Percentage end Period ; pu 
Percentage end Period ‘ a 
Percentage end Period ee 
Weighted Average : tas 

ea end Period ; 

Percentag Sie 


Percentage end Period 


P, Karachi, p. 24. 
Source: Bi-Monthly Economic Bulletin (July-March 2012), Economic Research Wing, NB 
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Fiscal Policy: Conceptual Aspects 


The road to economic development can be long and 
difficult for a great majority of the Third World 
countries. But it can be inferred from the experience 
of countries who have been able to break away from 
the stranglehold of the anti-growth forces and move 
on to self-sustained growth that effective resource 
mobilization is an obvious starting point for any 
programme of economic development, i.e. effective 
application of fiscal policy. 


WHAT IS FISCAL POLICY? 


Fiscal policy is concerned with the determination 
of the type, time, and procedure to be followed in 
making government expenditure and in obtaining 
government revenue. It includes the policies relating 
to the expenditure pattern of the government 
for various development and non-development 
purposes and the policies governing the manner in 
which a government raises revenue both to meet 
its current requirements and to finance economic 
development. It refers to adjustment in government 
revenue and expenditure to attain various macro- 
economic goals, e.g. full employment, economic 
stability, and economic development. 


OBJECTIVES 


Fiscal policy has various significant objectives which 
are; 
1, Full Employment 


Fiscal policy aims at the achievement of full 
employment. The aim of a fiscal policy is to move 


from one level of employment to another, ice. 
from unemployment or under-employment to full 
employment. To achieve this, the state expenditure 
should be directed towards providing social and 
economic overheads. Such expenditures create more 
employment and increase the productive efficiency 
of the economy in the long run. 

Rapid economic development is only possible if 
the rate of increase in employment opportunities 
is much higher than the growth rate of population. 
Fiscal policy should provide more social amenities 
with a greater emphasis on family planning. Unless 
the population is controlled, the objective of 


increasing employment opportunities cannot be 
fulfilled. 


2. Resource Mobilization 


Resource mobilization for economic growth is 
the most compelling objective of fiscal policy in 
developing economics. Fiscal mechanism attempts 
to create a climate conducive to savings and invest- 
ments by influencing their relative profitability. 

Resource mobilization in the fiscal sector takes 
place through two channels, i.e. revenue receipts 
and capital receipts. Revenue receipts of the federal 
and provincial governments consist of tax and 
non-tax sources of revenue. Capital receipts include 
external borrowing and internal non-bank borrow- 
ing. If total receipts (capital and revenue receipts) 
are not adequate to finance total expenditure. 
recourse is also made to deficit financing to 
meet both development and non-development 
expenditure. 








Resource mobilization has the following impor- 
tant aspects: 

1, The structure of taxation. 

2. The contribution of external resources to total 
government finance. 

3. Deficit financing. 

4, Fiscal relations between the federal and the 
provincial governments. 


3. Resource Allocation 


Allocations for different purposes and for different 
sectors and regions are made through the budgetary 
mechanism. The main allocative task consists of 
minimizing non-development expenditure and 
ensuring an optimal level and composition of 
investment resources. Resource allocation can be 
influenced by fiscal measures in the following two 
ways: 

(a) Fiscal incentives and disincentives including 
subsidies in order to encourage or discour- 
age certain resource allocation patterns, 
consumption, and production trends. 

(b) Balance between development and non- 
development expenditure. 


The absorption of goods and services in an economy 
is made up of domestic production plus imports 
minus exports. The manner in which these three 
categories are taxed determines the composition 
of domestic consumption and the distribution of 
National output between exports and the home 
market. 

The other aspect of the fiscal policy’s allocative 
function is to maintain a balance between develop- 
ment and non-development expenditure so that 
while maximum resources are channelized into 
Productive uses, non-development expenditure is 
also minimized. 

While there is no dispute with the need to 
Minimize non-development expenditure, it should 
be remembered that too much emphasis on this 
may starve development as the major objective of 
non-development expenditure is to maintain the 
Current structure. 
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4. Maintenance of Economic Stability 


To stabilize general economic conditions is one of 
the most difficult objectives of fiscal policy. Fiscal 
policy, in spite of the declaration of its intent to 
bring about stability through various means, is 
usually not very effective. One means to achieve 
this purpose is taxation. For example, export duties 
can be raised in order to insulate the economy from 
the effects of high inflationary pressures originating 
abroad. Inflation at home can be contained by a rise 
in excise duty, sales tax, and import duties on items 
with a high income elasticity of demand so that 
some part of the increase in domestic spending is 
syphoned off for the public exchequer. The policy 
of taxing non-essential luxury goods at higher rates 
is a good example of this policy. But empirical 
experience has shown that fiscal policy has played 
a limited role in maintaining economic stability in 
the country. 


5. Income Redistribution 


Fiscal policy is also used to correct imbalances 
resulting from the unequal distribution of owner- 
ship of income-earning assets and the control of 
access to new opportunities and resources. This 
re-distribution function can be performed by a 
judicious blending of various types of taxes. Both 
the tax system and the pattern of public expenditure 
are expected to be structured in such a way that 
the existing income inequalities are reduced. Fiscal 
policy must ensure that those sections of society 
which are capable of bearing heavier financial 
burden are actually made to contribute more 
towards national development. 

Fiscal policy can also be used to bring about 
a more equitable distribution of income between 
various sectors through a mixture of taxation and 
subsidies which influence the inter-sectoral terms 
of trade. In Pakistan, for the development of less 
developed regions and reduction of disparity 
between more advanced and Jess advanced areas, 
the tax holiday technique has been used. 
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Sa cee 


Tools of Fiscal Policy 


Demand Management 


| 
Fiscal Policy 


Government Revenue 


Tax 
Revenue 


Non-Tax 
Revenue 


Surcharges 


Direct Taxes 
(a) on income 
(b) on property 


Indirect Taxes 
(a} on commodities 
(b) on transactions 


TOOLS OF FISCAL POLICY 


To achieve the aforementioned objectives, the 
government has two major tools at its disposal. 
These are (a) government expenditure and (b) taxes. 
1. Government Expenditure: To achieve the 
goal of full employment and resource allocation, 
government expenditure is an important tool. To 
achieve full employment, the government can direct 
its expenditure towards more labour-intensive 
techniques to create new employment opportunities. 
Similarly, by changing the composition of govern- 
ment expenditure between development and non- 
development expenditure, the government can 
make the best use of available resources for develop- 
ment purposes. 
2. Taxes: The taxation system of a country plays 
a vital role in achieving various objectives of fiscal 
policy. Taxes are used to mobilize resources by 
shifting these from private to public sector. The use 
of import and export duties is made to stabilize the 
domestic prices and reduce inflationary pressures. 
Progressive taxes are also used to reduce income 


disparities among different sectors and groups of 
the economy. 


ee eee 
S.M. Akhtar, 1975. Introduction to Modern Economics. Lahore: Publishers United, pp. 578-613 


Government Expenditure 


Current 


Developm 
Expenditure aiture 


Expenditure 





CAUSES OF INCREASE IN 
GOVERNMENT EXPENDITURE 


Various factors which have contributed to the 
astounding increase in public expenditure during 
the past years are stated below: 

4 Increase in area and population.* Firstly, the 
increase in public expenditure is due to the widened 
physical boundaries of states. ‘No-man’s-lands’ 
have been brought under the control of organized 
government. Also, if the area has not increased, the 
population figures have increased considerably. The 
governments have to, therefore, cater to the needs 
of millions of more people scattered perhaps over 4 
much wider area. The increase in public expendituré, 
in these circumstances, is inevitable. It is said that the 
government business obeys the Law of Diminishing 
Return or Increasing Cost per person served. The 
larger the number of persons served, the greater is the 
cost per capita. 

2. Higher price level. Another reason which 
accounts for mounting public expenditure is the 
higher price level. Persons who have seen the ‘go0 
old days’ in the Indo-Pak subcontinent or havé 
heard about them tell us that two generations 28% 
ghee was selling at five seers per rupee, where 
now it sells at Rs.25 per seer. There has been ® 
similar rise in prices of other commodities. Th 
government, like individuals, therefore, has to find 



























large amounts of money to pay for the commodities 
and the services they have to purchase. Therefore, 
public expenditure must increase, 

3. Increase in national wealth and a higher 
standard of living. There has been almost a 
continuous improvement in agriculture, trade and 
industry, in every country, though in some countries 
tike Pakistan it has been painfully slow. There has 
been a steady increase in the per capita income and 
consequently an improvement in the standard of 
living. There has also been a corresponding improve- 
ment in public revenues and public expenditure. 

4. War and prevention of war. Economies are 
adversely affected due to wars. During the Second 
World War, England’s daily expenditure was 1) 
million Pounds Sterling. Even during peace time, 
large amounts are spent on preparing for war and 
on adopting means to prevent it. The possibility of 
a Third World War is always present and it would 
be very costly. War has been one of the main reasons 
responsible for increasing public expenditure. 

5. Incidence of democracy. In a democratic 
state, there are several political parties and each 
party is anxious to enlist the support of the people. 
The supporters clamour constantly for concessions 
and benefits, at the expense of public funds. 
Ministers are asked by the people to open schools, 
colleges, and hospitals in their home districts. 
The governments have thus been pressed by the 
democratic forces to take upon themselves more 
and more functions. The government functions 
have, therefore, increased both intensively and 
extensively. The old functions are being performed 
more thoroughly and many new functions are 
being undertaken. ‘Expenditure depends on policy,’ 
remarked Disraeli in 1862. In a similar vein, Lowe 
said, ‘Finance is the handmaid of public policy.’ 
The public policy in modern times is to extend the 
sphere of government activity. 

Wagner has propounded the Law of Increasing 
State Activity. In the case of many services, public 
Agency is considered more efficient and dependable 
and inspires greater confidence than private agency. 
Governments have come to provide more and more 
of what are called indivisible benefits, schemes of 
Public health, education, effective maintenance 
of law and order, public libraries, museums, art 
galleries, public parks, etc. All this is bound to 
Ncrease public expenditure. 


CHAPTER 15 Fiscal Policy: Conceptual Aspects 311 


6. Defective financial and civil administration. 
A small increase in public expenditure can be due 
to defective financial and civil administration. 
Duplication and unnecessary multiplication of 
government agencies is quite common. Wrong 
allocation of resources and functions also leads 
to extravagance. A relaxed control over public ex- 
penditure will increase it unnecessarily. 

7. Planned economic development. In the 
less-developed countries, planned economic 
development has widened the activities of the 
state for the planning and promotion of economic 
growth and its supervision. This has increased the 
development budget of the government. 

These are the key factors which account for 
increasing public expenditure. 


CANONS OF GOVERNMENT 
EXPENDITURE 


The canons or principles to which a prudent 
government should conform in the matter of public 
expenditure are: 

i. The Canon of Benefit. It is absolutely 
necessary that all public expenditure satisfies one 
fundamental test, viz. that of Maximum Social 
Advantage. Every rupee spent by the government 
must have as its aim the promotion of the maximum 
advantage of the society as a whole. Care has to be 
taken that public funds are not utilized for the 
benefit of a particular group or section of society. It 
should not discriminate between different sections 
of the community. The aim is the general welfare 
and the government exists for the benefit of the 
governed and the justification of the government 
expenditure is, therefore, for the benefit of the 
community as a whole. 

2. The Canon of Economy. Although the aim 
of public expenditure is to maximize social benefit, 
yet it does not free the government from exercising 
the utmost economy in its expenditure. Economy 
does not mean niggardliness. It only means that 
extravagance and waste of all types should be 
avoided. Public expenditure has great potential for 
public good, but it may also prove injurious and 
wasteful. In the words of Coleridge, “The sun may 
draw up the moisture from the river, the morass, 
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and the ocean, to be given back in general showers 
to the garden, the pasture, and the cornfield; but 
it may likewise force away the moisture from 
the field of tillage, to drop it on the stagnant 
pool, the saturated swamp, or the unprofitable 
and waste. Thus, if revenue collected from the 
taxpayer is heedlessly spent, it would obviously 
be uneconomical. The economy does not merely 
imply that scrutiny and control are to be exercised 
on the expenditure side only. Utmost care has also 
to be taken to develop the revenues of the state. For 
example, if the departmental receipts are increased, 
the department may be given a smaller grant. To 
satisfy the can on of economy, it will be necessary 
to avoid all duplication of expenditure and 
overlapping of authorities. Also, public expenditure 
is not intended to replace private expenditure; 
otherwise it will transgress the bounds of economy. 
Further, public expenditure should not adversely 
affect saving; it should not compel people to spend 
more or impair their capacity to save. In case the 
government activity damages the individual's will 
or the power to save, it would be repugnant to the 
canon of economy. 

3. The Canon of Sanction. Another important 
principle of public expenditure is that, before it 
is actually incurred, it should be sanctioned by a 
competent authority. Unauthorized spending is 
bound to lead to extravagance and over-spending. 
Financial procedure in every country lays down that 
an amount must be sanctioned before it is spent. 
It also means that the amount must be spent on 
the particular purpose for which it was sanctioned. 
The amount is sanctioned, not in the name of a 
particular official or department, but for a particular 
purpose, and it can be spent for no other purpose. 
The same principle applies to loans. The sanction 
may be accorded in the annual budget which is 
passed by the legislature of the country or sanction 
may have to be obtained from the immediate 
officer. But sanction is invariably necessary. This 
énsures automatic scrutiny and supervision over all 
items of public expenditure. Allied to the canon of 
sanction, there is another, viz. auditing. At the end 
of the year, all public accounts should be properly 
audited to ensure that funds have not been misspent 
or misappropriated and that the various authorities 
. have not exceeded their powers. 


4. The Canon of Elasticity. Another principle 
of public expenditure is that it should be fais] 
elastic. It should be possible for public authoritil 
to vary the expenditure according to needs. A rigid 
level of expenditure may prove a source of trouble 
Alteration in the upward direction is not difficult, 
It is easy, rather tempting, to increase the scale of 
expenditure. But elasticity is needed most in the 
downward direction. It is not so easy to cut ex- 
penditure. Retrenchment of a widespread character 
creates serious social discontent. It is necessary, 
therefore, that when the scale of public expenditure 
has to be increased, it should be increased gradually. 
A short spell of prosperity should not involve public 
authorities in long-term commitments. Public 
authorities should not burden themselves with 
permanent obligations that they may not be able 
to meet. Perfect elasticity is out of the question. 
But a fair degree of elasticity is essential if financial 
breakdown is to be avoided when there is less 
revenue. 

5. No Adverse Influence on Production or 
Distribution. Public expenditure exercises a healthy 
influence both on production and distribution of 
wealth. It stimulates productive activity so that the 
volume of production in the country increases and 
it may be possible to raise the standard of living- 
The raising of the living standard of the masses 
is served only if wealth is fairly distributed. If the 
newly created wealth goes to enrich the already rich, 
the purpose is not served. Public expenditure should 
aim at bringing down the inequalities of wealth 
distribution. These two objectives may be in conflict 
when an attempt at reducing the inequalities & 
income and wealth distribution adversely affect 
production. This can be done by adversely affecting 
(a) power to work and save; and (b) the will to wo! 
and save; (c) public expenditure can also benefit 
production through diversion of resources from les 

productive to more productive occupations. 

Firstly, the power to work and save is much of 
the socially desirable public expenditure incur 
by modern governments and undoubtedly increase 
the community's productive power and, coms® 
quently, also their power to save. Such expenditul : 
includes provision of means of communication 4" 
transport, education, public health, scientific 4” 
industrial research, controlling of human, anim®™ 





and plant diseases, and expenditure on social 
insurance, like health insurance, unemployment 
insurance, and old age pensions. 

The will to work and save depends much on 
the nature of public expenditure and the policy 
governing it. Raising peoples’ expectations of future 
benefits from public expenditure, blunts the edge 
of the desire to work and save. The granting of 
old age pensions, insurance against sickness and 
unemployment, and provision of education at state 
expense might make the people indifferent towards 
the future and make them neglect savings. This 
is bound to adversely affect their will to work in 
the present and people will work less. But if such 
expenditure is kept within proper limits and if it 
really helps the needy, the check on savings may be 
mitigated. But when taxes are too heavy, people's 
will to work and save may be discouraged and their 
power to do so reduced. That limit should not be 
reached. 

The diversion of resources between employments 
and localities, as in public expenditure may 
have distinctly a beneficial effect on production. 
Through the system of bounties and subsidies, the 
government may succeed in diverting resources 
to hitherto neglected areas and thus create new 
industries. In the same manner, by spending 
money on the development of backward areas, the 
government may add to the total production in 
the country. A wisely conducted policy of public 
borrowing stimulates saving and the habit of 
investment in the community which is certainly 
beneficial to production. It also diverts resources 
into channels which may add considerably to the 
wealth of the community. 

We may thus safely conclude that public 
expenditure exerts a very wholesome influence 
On production. It assists production indirectly by 
adding to the power to work and save, and by a 
healthy diversion of resources. This is besides taking 
up directly the work of production through state 
enterprises. While following a policy of reducing 
income disparities, care should be taken that the 
People’s power to work and save is encouraged, not 
discouraged, and resources allowed to flow into the 
Most productive employments. 
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CLASSIFICATION OF 
GOVERNMENT EXPENDITURE 


The old classification of expenditure is: 
(a) Current Expenditure. In Pakistan the term 
Revenue Expenditure is used. 
(b) Capital Expenditure. In Pakistan the term 
Development Expenditure is used. 


A more recent classification in developing countries 
like Pakistan is: 

(i) Development Expenditure 

(ii) Non-development Expenditure 


These two classifications overlap though current 
expenditure is mostly non-development expenditure 
and capital expenditure is mainly development 
expenditure. 

The main source of financing current (or 
revenue) expenditure is the current revenue of the 
government which mainly consists of taxes, though 
it is supplemented by certain non-tax revenues 
like profits from state enterprises, incidental 
incomes from spending departments and some 
other extraordinary sources. ‘Current Revenue’ and 
‘Current Expenditure’ appears in what is called the 
Revenue Budget of the government whether central, 
provincial or local. Such expenditure is incurred 
on the day-to-day functioning of the government 
machinery including civil administration, police, 
judiciary, and current expenses of departments 
like education, health, agriculture, industry, 
etc. These subjects are mainly the concern of 
provincial governments. The Federal Government 
is responsible for defence, foreign affairs, currency 
and mint, and certain supervisory and coordinating 
functions regarding subjects mainly under the 
jurisdiction of the provinces. Local governments 
have their own budgets, with certain revenue 
resources of local nature assigned to them (octroi, 
terminal taxes, and cesses) to finance their activities, 
again mainly affecting the welfare of the citizens 
living in the areas of their respective jurisdiction. 
These bodies may be Union Councils, Union 
Committees, Tehsil or Thana Councils, District 
Councils, Municipal Councils, etc. 

The expenditure in capital budget is incurred 
on building assets of a lasting character, like 
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construction of canals, dams, water storage, roads 
and railway lines, public buildings of various kinds, 
ports, etc. Such expenditure is of such a magnitude 
that it is not possible to meet it from current 
revenues. It is mostly financed by raising loans 

internal or even external, as we shall see presently, 

As regards the second classification, this is 

comparatively new in Pakistan and has been 
necessitated by the integration of the plans with the 
budget. The First Five Year Plan was not directly 
related to the budget, but during its implementation 
the necessity of relating the Plan to the budget was 
realized. The Second Five Year Plan, therefore 
provided for Annual Development Programmes 
within the framework of the Plan, which were made 
integral parts of the annual Federal and Provincial 
budgets. This necessitated defining Development 
and Non-Development Expenditure in specific 
terms, since expenditure shown in the Development 
Programme had to be distributed between the 
Revenue Account and Capital Account. It was, 
therefore, decided to regard the following type 
of expenditure as Development Expenditure and 
the rest as Non-Development Expenditure. Non- 
Development Expenditure is: 

(i) designed to keep intact or enlarge and 
improve the physical resources of the 
country, 

(ii) improving the knowledge, skills and 

; productivity of the people, and 

(iii) encouraging efficiency with which available 
resources are used. 


According to the above definition, any expenditure 
would be regarded development expenditure if it 
results in the replacement or in the creation of new 
capacity in the field of agriculture or industry, The 
expenditure on ordinary maintenance and running 
of existing facilities would be non-development 
expenditure. For instance, construction of a new 
school building would be development expenditure, 
but maintenance of an existing school with all its 
staff, equipment including repairs would be non- 
development expenditure. 


ooo 


= Se ere, 
'N.M. Saeed, and M.S. Kamal, 19. Economics of Pakistan, p. 268. 


MAIN HEADS OF 
GOVERNMENT EXPENDITURE 


Current Expenditure 


The main heads of the expenditure of the Federal 
Budget are as follows:" 

i. General Administration: This includes the 
expenditure on the various departments of the 
Federal Government. 

2. Defence Expenditure: This relates to expend- 
iture on defence. 

3. Law and Order: The expenditure incurred 
on keeping policy and establishing courts for 
maintaining law and order in the country falls 
under this head. 

4. Community and Economic Services: The 
government performs various community, 
social and economic services for the welfare 
of the people in the country. The expenditure 
on roads, railways, water supply, broadcasting, 
transport and communications etc., are all in 
this category. 

3. Subsidies: The government gives subsidies 
or financial help in order to keep the prices 
of selected commodities like fertilizer, seeds, 
wheat etc., at reasonable prices, 

6, Debt Servicing: Debt servicing is now the first 
item of expenditure for the Federal Govern- 
ment. The government has to pay interest on 
internal and external borrowings and also pay 
instalments on external loans. 


Development Expenditure 


This includes all the long-term planning projects 
relating to infrastructure (i.e., industry, agriculture, 
manpower, education, social services, etc.) and 
other development strategies followed by the 
government (i.e., Tameer-e-Watan Programme). 


TAXATION 


What is tax? The most important source of public 
revenue ts taxation. Governments, representing the 
community as a whole, may require the members 









q of the community to contribute to the support of 


governmental functions through the payment of 
‘axes. _In a sense, these represent charges paid by 


the community to the government to cover the costs 
of collective goods that the community obtains. An 


‘adividual has no right for demand social services 
in return for his payment of tax nor has he any 
other choice except to pay the tax when it is levied 
on him. 

Taxes, in general, serve both functions of a 
revenue system; they provide funds and they reduce 
private consumption and investment spending. 
Taxation is considered to be the best method of 
financing the governmental expenditures because 
of the limitations of the other methods of financing. 
However, at the same time, taxes are also considered 


to be a necessary evil. 


Adam Smith’s Canons of Taxation 


Adam Smith’s contribution to economic theory 
is still regarded as classic. His statement of the 
canons of taxation has hardly been surpassed in 
clarity and simplicity. Modern writers on public 
finance have not succeeded in improving on them 
materially nor displacing them. They still constitute 
the foundation of all discussions on the principles 
of taxation. Adam Smith’s four celebrated canons 


of taxation are: 


1. The Canon of Equality. ‘The subjects of every 
state ought to contribute towards the support of the 
government as nearly as possible in proportion to their 
respective abilities that is in proportion to the revenue 
which they respectively enjoy under the protection of 
the state.’ 


This canon embodies the principle of equity 
Or justice. This is the most important canon of 
taxation. It lays the moral foundation of the tax 
system. The canon of equality does not mean that 
every taxpayer should pay the same sum. That 
Would be manifestly unjust. Nor does it means 
that they should pay at the same rate, which means 
Proportional taxation, for a proportional tax is 
also not a very just tax. What this canon really 
Means is the equality of sacrifice. The amount of 
the tax paid is to be in proportion to the respective 
abilities of the taxpayers. This clearly points to 
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progressive taxation, i.e. taxing higher incomes at 
higher rates. Adam Smith makes this clear in a 
subsequent portion of his book Wealth of Nations. 


He said, ‘It is not very unreasonable that the rich 
should contribute to the public expense not only 
in proportion to their revenue but something more 
than that proportion. Only then will the tax be in 
proportion to the ability to pay. 


2. The Canon of Certainty. ‘The tax which each 
individual is bound to pay ought to be certain, and 
not arbitrary. The time of payment, the manner of 
payment, the quantity to be paid, ought all to be 
clear and plain to the contributor and to every other 
person. Where it is otherwise, every person subject 
to tax is put, more or less, in the power of the tax- 
gatherer, who can either aggravate the tax upon any 
obnoxious contributor, or extort, by the terror of each 
aggravation, some present or perquisite to himself.’ 


Uncertainty in taxation, according to Adam Smith, 
encourages insolence or corruption. He regards 
this canon as very important, for in his view ‘every 
considerable degree of inequality ... is not near so 
great an evil as a very small degree of uncertainty. 
Hadley also regards it as the most fundamental 
canon for, according to him, all attempts at equality 
will prove illusory without the taxes being certain. 
The canon of certainty demands that there should 
be no element of arbitrariness in a tax. It is not to be 
left to the caprice or the sweet will of the income-tax 
department, The taxpayer should be able to see for 
himself why he is called upon to pay a particular 
sum. That is why publicity is given to the budget 
proposals and the discussion thereon. The passing 
of the budget is a guarantee of certainty. 

An old tax is no tax is a maxim of taxation, 
which issues out of this canon of certainty. An old 
tax is well known, its reactions are certain and the 
people are supposed to have made the necessary 
adjustments. The tax is not felt. It causes the least 
disturbance in the economic arrangements of the 
taxpayer. There is little inconvenience from an ald 
tax. 

Certainty is needed not only from the point 
of view of the taxpayer but also from that of the 
state. The government should be able to estimate 
roughly the proceeds of various taxes proposed to 
be levied and the time they are expected to flow in. 
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Only then can the government follow its financial 
programme. 


3. The Canon of Convenience. ‘Every tax ought to be 
levied at the time or in the manner in which it is most 
likely to be convenient for the contributor to pay it.’ 


The canon of certainty believes that the time and 
the manner of payment should be certain. But the 
canon of convenience says that the time of payment 
and the manner of payment should be convenient. 
Ifa tax on land or house is collected at a time when 
rent is expected to be paid, it satisfies the canon of 
convenience, If the tax can be paid by cheque, the 
manner 1s convenient, but not if it is to be paid 
personally to the taxing authority. In the latter case, 
there will be a lot of inconvenience and harassment. 
Taxes on consumers are very convenient. The 
consumer pays them when he buys things little by 
little and at a time when he can afford to pay. It is 
especially so in the case of a luxury. The purchaser 
chooses his own time for purchasing it. The manner 
is also very convenient, for he has to make no 
special arrangement for paying a tax. He pays it 
when he buys the commodity. The tax is wrapped 
up in the price of the commodity. The land revenue 
in Pakistan conformed to the canon of convenience, 
because it was paid in instalments and after harvest 
time, Income tax, on the other hand, infringes the 
canon of convenience. The assessee has to take his 
account books to the income tax office and satisfy 
the income tax officer. This necessitates a series 
of personal interviews with a consequent loss of 
time. It also involves a lot of vexation, trouble, and 
oppression. The canon of convenience is justified on 
the grounds of good administration and production. 


4. The Canon of Economy. ‘Every tax ought to be 
so contrived as both to take out and to keep out of 
the pocket of the people as little as possible, over and 
above what it brings into the public treasury of the 
state.’ 
One implication of the canon of economy is very 
obvious. The tax will be economical if the cost of 
collecting it is very small. If, on the other hand 
the salaries of the officers engaged in collecting the 
tax are a big portion of the tax revenue, the tax is 
certainly uneconomical. As far as possible, as much 


should come into the state treasury as taken oy 
of the people’s pockets. Nothing should be lost in 
the process. If there is corruption or oppression 
involved in the frequent visits to the income tax 
office and the odious examination by the taxin 
officer the canon of economy is not satisfied. : 

But tax should be economical in a broader 
sense. It would infringe the canon of economy if 
it retards the development of trade and industry 
in any manner. If incomes are subjected to a very 
heavy tax, saving may be discouraged, capital will 
not accumulate, and the productive capacity of 
the community will be seriously impaired. This 
would be obviously uneconomical. In order to be 
economical, a tax must not obstruct in any manner 
the ultimate prosperity of the country. 

Taxes on harmful drugs and intoxicants are 
regarded economical, because they not only bring 
Income to the state treasury, but also discourage 
unproductive expenditure. But taxes on raw 
materials are uneconomical, because they raise 
the price of the manufactured goods and weaken 
the competitive power of the industry. Also, every 
middleman goes on adding something to the tax 
that he has paid. 

The first canon of Adam Smith is ethical and the 
other three are administrative in character. 


Some other Canons of Taxation 


Some other writers later added a few more canons 
to Adam Smith’s four canons. Among these are: 
elasticity, flexibility, simplicity, and diversity. 

_ (1) Elasticity implies that the revenues should 
increase as the needs of the government increase 
and decrease when the needs decrease. Closely 
connected with this is flexibility, which means 
that the tax system should not be rigid. It should 
be capable of quick adjustment to the changing 
needs. The presence of flexibility is a condition 
of elasticity. The Permanent Settlement of Bengal 
(1793) was an example of rigidity of land revenue 
or lack of flexibility in this source of government's 
income, The government under this system had 
bound itself to collect the same sum from the 
landowners in perpetuity. This remained a cause of 
financial trouble to the Provincial Government until 
it was abolished in 1951). 












(2) Simplicity implies that the system should be 


plain and intelligible to the common understanding. 
This is necessary to avoid corruption and 


oppression, since a complicated tax system confers 

reat powers on the tax collector which can be 
abused. Self assessment of income tax introduced 
lately in Pakistan is a step towards simplicity, so is 
deducting the income tax at the source. 

(3) Diversity is another important principle. 
There should be a variety of taxes, not a single tax 
or a few taxes. This enable all citizens to contribute 
to the revenues of the State in one form or another 
and encourages civic responsibility. But too much 
multiplicity of taxes can be inconvenient and 
uneconomical. 

There are several other considerations put 
forward. It is recommended, for instance, that a 
tax should be recovered on revenue and not on 
capital, Further, that it should not cut down the 
minimum subsistence of the taxpayer. These are 
sound principles because such taxes undermine the 
productive powers of an economy. 


Characteristics of a Good Tax System 


A good tax system should be made up of taxes 
which conform to the canons of taxation as 
discussed above. Thus, to repeat, the tax system 
as a whole should be equitable. Its burden should 
fali on the broadest shoulders. It should also 
be economical so that the collection is done as 
cheaply as possible. It should not hamper the 
development of trade and industry. It should, on 
the other hand, assist the economic development 
of the country. The government should be certain 
of its revenue. The tax system should be based 
On a comprehensive and up-to-date statistical 
information so that accurate forecasting is made 
Possible. Its effects should be calculated with 
reasonable precision. The taxes as a whole should 

€ convenient, i.e. felt as little as possible. An 
ingenious formula has been suggested that the rich 
Should pay more taxation than they think, while 
the poor should think they pay more than they do. 
This double illusion, it is argued, will keep the ‘rich 
contented and the poor virtuous.’ The formula is, 
however, hardly practicable. 

The tax system should be simple, financially 
adequate and elastic so that it can respond to the 
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new needs. It should not be rigid like our land 
revenue which was fixed for thirty or forty years. 
The adoption of the sliding scale system of land 
revenue will remove the problem to some extent. 

The ideal of simplicity may lead us to advocate 
a single tax. But the single tax will expose the tax 
system to other serious objections. It is, therefore, 
agreed that the tax system should be as broad- 
based as possible. There should be diversity in the 
lax system, but not a great multiplicity. We do 
not agree, therefore, with Arthur Young when he 
says, ‘If 1 were to define a good system of taxation, 
it should, be that of bearing lightly on an infinite 
number of points, heavily on none. 

Further, the tax system should be efficient from 
the administrative point of view. It should be 
simple to administer. There should be little scope 
for evasion or accumulation of arrears. It should 
be foolproof and chances of corruption should be 
minimized. 

Another important characteristic of a good tax 
system is that it should be a harmonious whole. It 
should be truly a system and not mere collection of 
isolated taxes. Every tax should fit in properly in the 
system as a whole so that it is a part of an integrated 
system. Each tax should occupy a definite and 
due place in the financial structure and different 
taxes should be consistent with each other, e.g. a 
protective duty and a countervailing excise duty do 
not go well together. 


Classification of Taxes 


Taxes have been variously classified. Some of these 
classifications are: 

1. Proportional and Progressive Tax. A 
proportional tax is one in which, whatever the 
size of income, the same rate or same percentage 
is charged. If all taxpayers have to pay, say, one 
per cent of their income as tax, it would be a case 
of proportional taxation. The same percentage is 
charged from all taxpayers. 

If, on the other hand, the tax-rate increases 
with increase in taxable income, the tax is called 
progressive tax. The principle of a progressive tax 
is ‘the higher the income, the higher the rate.’ 

2. Regressive and Digressive Tax. A tax is said 
to be regressive when its burden falls more heavily 
on the poor than the rich. It is the opposite of a 


318 THE ECONOMY OF PAKISTAN 


progressive tax. An example of regressive tax is a 
tax On essential consumer goods consumed mostly 


by the poor. 


A tax is called digressive when the higher 


incomes do not make due sacrifice, or when the 
burden imposed on them is relatively small. This 
tax may be progressive up to a certain limit beyond 
which a uniform rate is charged. In that case, there 
will be relatively less burden on the larger incomes 
than on the smaller incomes. 

3. Specific and Ad Valorem Tax. A specific 
tax is according to the weight of the commodity. 
These are simpler to administer. An ad valorem 
tax is according to the value of a good. For the 
administration of ad valorem duties an elaborate 
administrative machinery is required. 

4. Direct and Indirect Taxes. Direct tax is one 
which is paid by the person on which it is charged. 
The examples of direct tax are income tax, property 
tax, wealth tax etc. 

On the other hand, an indirect tax is one in 
which the burden is shifted to the other person, e.g. 
customs duties, sales tax, recreational tax, excise 
duty etc, 

Major Types of Taxes. Some major types of 
taxes are listed below: 

1. Income Tax 

2. Custom Duties 

3. Sales Tax 

4, Excise Duty 


1. Income Tax: is a form of direct tax which is 
levied on an individual’s total earnings. It is widely 
used all over the world. It is the most effective tax 
vehicle for attaining equity in distributional pattern 
and in bringing about income redistribution, 
particularly if it is a progressive tax. A progressive 
income tax serves as a strong built-in-stabilizer by 
enabling the government to collect relatively more 
revenues as income increases and relatively less as 
income falls. By adjusting the burden of income 
tax the government can influence the savings ratio 
throughout the economy and thus the growth rate. 
: There are some general requirements which an 
income tax should fulfill. An optimal income tax 
should have the following characteristics: 






(a) Allincomes should be treated uniformly ang 
all rupee incomes should be accorded equal 
tax treatment regardless of the source. 

Just as ‘equals’ should be treated ‘equally’ 
‘unequals’ should be treated ‘unequally’ 
(c) The tax structure should be sensitive t 
changes in economic activity in order to 
dampen the changes. 

The tax structure should be designed in such 
a fashion as to facilitate compliance and 
enforcement, consistent with the attainment 
of other objectives. 

The design of an income tax is to fulfill these 
requirements which is not a simple task, because 
of inadequate knowledge about its effects and 
economic efficiency of various policies. 

Economic Effects of Income Tax: may take two 
forms, i.e. proportional income tax and progressive 
income tax. Both these forms have different effects 
on the economy. A proportional income tax reduces 
all individual incomes proportionally. Thus, high 
income individuals will have a greater reduction 
in income under a proportional income tax. The 
income tax also reduces the return on savings 
and, hence, alters the relative advantage of savings 
as opposed to consumption. Consequently, the 
substitution effect of a proportional income tax 
reduces the amount of savings. 

A progressive income tax will increase the 
negative impact of taxes upon savings as compared 
to a proportional tax. Under a progressive income 
tax, people with high incomes pay relatively more 
than those with low incomes. Since savings risé 
more than proportionately with income, the income 
effect associated with a progressive income tax wil 
have a larger adverse effect upon savings than the 
one associated with a proportional income t@* 
Similarly, a progressive income tax reduces thé 
return on savings as the return rises. Consequently: 
the substitution effect associated with a progressivé 
tax will be greater than that associated with 8 
proportional tax. 

To conclude, income tax in many respec’ 
is the most acceptable type of tax. In terms © 
usual standards, it yields, at tolerable rates, VelY 
substantial sums of money. To raise the equivalent 
amount from other taxes would create problems 
and adverse effects. It successfully meets accep! 


(b) 


(d) 







standards of equity and it has a high degree of 


revenue elasticity; it may lessen the problem of 
maintaining full employment; and it does not 
appear to have significant adverse effects on 
efficiency or economic growth. 

2. Sales Tax: is applied to all or a wide range of 
commodities and services, as distinguished from 
excise duties imposed upon particular goods or 
classes of goods. A sales tax offers much greater 
ease of administration since it is collected from 
vendors rather than individual consumers. As 
compared to excise taxes, sales taxes offer much 
greater revenue potentiality at feasible rates because 
of the broad coverage. A truly universal sales tax 
avoids the excess burden arising out of shifting of 
consumption from taxed to untaxed goods and the 
discrimination among individuals on the basis of 
their relative preferences. 

The major advantage of sales tax is the provision 
of an autonomous source of revenue for the state in 
a federal system. From a sales tax there is relatively 
little fear of loss of economic activity. Sales taxes 
are often politically much more acceptable to state 
legislatures than income taxes. 

A broad-based sales tax is almost certain to 
be regressive and relative to income, that is, the 
percentage of income paid in taxes is greater in 
the lower income levels than in the higher income 
level. In addition, in practice most sales taxes do 
not apply to a wide range of services but their use 
is concentrated primarily in the higher income 
groups, e.g. expensive education, foreign travel, 
Personal services etc. 

Distinct from the question of regressivity, which 
is a matter of relative tax burdens, is the question of 
absolute magnitude of taxes on the lowest income 
groups and families that may be considered to have 
no tax paying ability. 

In addition to regressivity, the distributional 
effects are undesirable in other respects as well. 
The tax tends to be capricious and perverse, placing 
disproportionate burden on all families whose 
circumstances require them to spend higher than 
average percentages of their income on taxable 
B0ods. 

Sales taxes are also criticized on economic 
efficiency grounds. The most serious loss in 
Economic efficiency from the sales taxes result 
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from defects in the structure of the tax. Some of 
these defects are inherent problems in the drafting 
of the tax, illogical design, and failure to exclude all 
producer's goods from the tax net. 

Ifa sales tax is to conform fully with the objective 
of the tax and the accepted standards of taxation, 
the following requirements must be met: 

(a) The tax must be reflected fully and exactly 
in higher prices of all consumer purchases 
so that the distributional pattern will be the 
same as that of a proportional spendings tax 
without exemptions. 

(b) The tax must accord as closely as possible 
with the accepted standards of equity. 

(c) The tax must not cause loss of efficiency in 
the use of resources by distortion of choice 
of methods. 

The cost of compliance and administration 
must be minimized. 


(d) 


However, it is not fully possible to achieve these 
objectives. 

3. Excise Duty: is tax related to the consumption 
of the taxed commodity. It is actually imposed 
on the manufacturer but the consumers have to 
pay it. When an excise tax is imposed the price of 
taxed good is made artificially high as compared 
to untaxed goods, Therefore, people shift their 
consumption from the taxed goods to untaxed ones. 
When they do this, they lose satisfaction because 
now they are buying goods that they prefer less. 

Domestic indirect taxation first takes the forms 
of excise taxes on the production of commodities 
that are widely consumed, and yet are regarded as 
non-essentials. Cigarettes, beer, liquor, and motor 
fuel are the principal excises in the LDCs. There is 
also a tendency to extend excise taxation beyond 
these categories to more and more manufactured 
goods and some services (e.g. hotels) as domestic 
production increases. Tax rates are usually specific 
and thus, the problem of valuation is avoided. So 
long as the number of excises is not too great, 
administration is feasible because the number of 
manufacturers is relatively small. 

As industrial production continues to expand, 
excise duties become progressively less satisfactory. 
As more and more of them are introduced, the 
number of separate taxes complicates administration 
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and specific rates are not feasible in many fields (eg 
hardware) with numerous different items. likewise 
excises inevitably discriminate against consumers 
of taxed goods compared to those of untaxed ones. 
Revenue potentials are restricted because money 
items will slip through the net; as new products 
are developed, they are not taxed until the law is 
changed. 

4. Custom Duties: are of two types: (a) specific 
and (b) ad valorem. Specific customs duty is fixed 
per physical unit of goods, e.g. cars, VCRs, TVs etc 
It is simpler to administer as we can count the unite: 
The ad valorem type of custom duty is according to 
the value of a good and is in the form of a rate. 

In a country’s early period of economic develop- 
ment, custom duties are the only feasible and 
significant levy on consumption and one that helps 
achieve the objectives. So long as a country can 
prevent smuggling, customs can be enforced more 
effectively than domestic taxes on transactions 
since goods can be forced to pass through the 
bottlenecks of custom houses and are not admitted 
into the country until duties are paid. Fewer trained 
administrative personnel are required for given 
revenue. Furthermore, custom duties applying to 
imported goods are particularly effective means of 
restricting import of luxury goods, which drains 
foreign exchange away from imports of more 

essential goods for economic growth. Import of 
capital goods that contribute to economic develop- 
ment can be allowed free of duty. Since virtually 
all goods that may be regarded as non-necessities 
are imported, the duties, likewise effectively reduce 
luxury consumption and provide incentive for 
increased savings. For the same reason, they accord 
reasonably well with accepted standards of equity 
since few imported goods are used by the iewer 
income groups. To the extent that duties do provide 
incentive for domestic production, development 
is aided, so long as the domestic production that 
results in accordance with development objectives 
As development continues, however, custom 
duties decline as a source of revenue. As industrial 
production develops within the country, the ratio 
of imports of finished products to GNP falls and 
thus, the tax potential is reduced. The increased i 
of duties for deliberate protective purposes likewise 
lessens the revenue potential. Increased domestic 





























roportion to the special benefit derived, to defray 
the cost of a specific improvement to property 
yndertaken in the public interest.’ Suppose the 
overnment builds a road or makes suitable 
drainage arrangements; all the property in the 
neighbourhood will appreciate in value. The state 
has the right to appropriate a part of this unearned 
increment. The tax imposed for this purpose is 
called a special assessment. The assessments are 
intended to cover a part of the extraordinary 
expenditure incurred by the public: authority 
‘n this connection. They are levied on property 
proportionately to the benefit conferred. 

(4) Rates: are levied by local bodies, municipali- 
ties, and district boards for local purpose. They 
are generally levied on immovable property of 
the residents, but not necessarily for any special 
improvements effected or special benefits conferred. 
The rates generally vary from locality to locality. 


production of certain types of luxury goods redy 

the equity of customs as a means of reaching te 
higher income groups. Furthermore, high duties 
for revenue purposes will produce some unwanted 
import substitution, domestic production expands 
along lines contrary to development objectives. B 

once these industries develop, politically it : vel 
difficult to kill them off by eliminating SrateCtiGiM 


Other Sources of Revenue 


The most important source of public revenue js 
taxation. But public revenue takes several forms 
some of which may contain an element of taxation, 
It consists of taxes, fees, prices, special assessments, 
rates, etc. Let us distinguish between all these. " 

(1) Fee: is also a compulsory payment but made 
only by those who obtain a definite service in 
return, The fee is intended to cover a part generally 
of the cost of the service rendered. It is never more 
than the cost of service. Also, some public purpose 
is prominent in the service rendered. The obvious 
example is of the educational fees. In the words 
of Plehn, ‘a fee may be defined as a compulsory 
contribution of wealth made by a person, natural 
or corporate, under the authority of public power to 
defray a part or all of the expenses involved in some 
action of the government which, while creating a 
common benefit, also confers a special benefit, or 
one that is arbitrarily so regarded.’ In short, a fee 
is charged for a special service which is rendered 
primarily in public interest. A licence fee, however: 
is much more than the cost of service and there is 
not much of a positive service in return. 

(2) Price: is also paid for special services 
rendered by the state. But the difference between 
a fee and a price is that in a fee a public interest 


OTHER SOURCES OF REVENUE 
IN PAKISTAN 


Non-tax Revenue Source 


There are various sources of income other than 
taxes of the Federal Government of Pakistan. These 


are: 


canal water, and various public enterprises. 


ment. 


1. Income from Property and Enterprise. 
The government receives income from the 
government owned lands, forests, mines, 


2. Profit from Post Office and Telegraph 
Department. The government also receives 
income from its Post and Telegraph Depart- 


is prominent, whereas a price is the payment of 
a service of business character, e.g. charges for 
travelling on state railways. You can escape the price 
by not purchasing a service. Price also differs from 
a tax. A tax is paid for a common benefit, whereas 
both fee and price are for special benefits, When 
public authority sells a commodity or renders @ 
service, the charge made on the consumer, whe 
avails of the service or buys a commodity, is called 
a price. 

(3) Special Assessment: as defined by Professor 
Seligman, is ‘a compulsory contribution, levied in 





3. Trading Profit. The profits earned by 


Rice Export Corporation, Cotton Trading 
Corporation, and edible oil are included in 
trading profit. 

Interest Receipts. Interest receipts is 
the most important head in the non-tax 
revenue source. The interest and the return 
from investment received from various 
autonomous corporations and the five 
nationalized banks are the major items 


under this head. 
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Other minor heads of non-tax revenue are: 

(a) Dividends and returns. 

(b) Receipts from civil administration and other 
functions. 

(c) Miscellaneous. This includes passport fee, a 
copyright fee, and other receipts. 


5, Surcharges. The difference between the 
maximum sale price and the production 
cost/average import price of petroleum 
products, natural gas and fertilizer is realized 
by the government. The surplus profits of 
the above three items are used to iron out 
fluctuations in the prices of these essential 


commodities. 


Federal Budget 


A budget is a financial statement which forecasts 
the income and expenditure for the financial year 
ahead. It also reports on the actual revenue and 
expenditure during the year just ended. 

The Federal Budget is divided into two main 
sections: (1) the Revenue Budget and (2) the Capital 
Budget. The main heads of revenue and expenditure 
of the Federal Budget are: 

(a) Heads of Revenue and Expenditure. 

(b) The Revenue Budget. 


The revenue budget is an account of anticipated 
revenue and the proposed expenditure for the 
fiscal year ahead. The receipts in a revenue budget 
gives the details of the income to be received from 
taxes and non-tax sources. The expenditure shows 
the running expenses of the government and 


administration, defence, social services etc. The 


main sources of revenue and heads of expenditure 
of the Federal Government of Pakistan have been 
discussed in the previous sections. 


DEFICIT FINANCING 


Definition: Deficit financing is said to have been 
practised whenever government expenditure 
exceeds government receipts from the public 
like taxes, fees, and borrowings from the public. 
Such an excess of government expenditure can be 
financed either by drawing down the cash balances 
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of the governme 
oan ake nt or by borrowing from the 
. Deficit financing as a means for capital formula- 
tion stands for financing projects calculated to bring 
about economic development through a deliberate! 
created deficit in the budget of a country and it 
manifests itself in increased expenditure over and 
above the usual revenue receipts through taxation 
and non-bank borrowing. 

Conventional methods of financing development 
are not adequate for development requirements of 
an underdeveloped country like Pakistan. So there 
is some difference between the methods of deficit 
financing practised by developed countries and the 
methods practised by underdeveloped countries 
In the developed countries, deficit financing 
takes place when the government borrows from 
the banking system and sells securities either to 
individual bank depositors or directly to the banks 
In both cases, additional credit is created by the 
banking system. In the underdeveloped countries 
where banking habits are not fully developed, deficit 
financing takes the form of government borrowing 
from the central bank instead of the banking system 
in general. The central bank issues paper currency 
in lieu of government securities deposited with 
it. Thus, deficit financing in the ultimate analysis 
Means issuing of more notes. 

The credit for introducing and developing the 
concept of deficit financing goes to Keynes. He 
sought a way to prosperity through monetary 
expansion, public investment and other forms 
of governmental action. Deficit financing was 
suggested as a means to stimulate investment 
and employment during a period of depression 
and as such its use was confined to the economic 
conditions that prevailed during a depression. 

Two Aspects of Deficit Financing: Deficit 
financing, as an income generating expenditure, has 
two aspects: (i) pump priming and (ii) compensatory 
spending. Pump priming means the power of deficit 
financing in stimulating private investment through 
giving small doses of investment in the economy. 
Compensatory spending, on the other hand, means 
that deficit financing can be used for compensatin 
and neutralizing tendencies towards over silie 
and under-investment. : 









Rationale of Deficit Financing in LDC (Def; 
Financing and Capital Formation): C ai 
> <P ital 
formation through deficit financing is of a relative} 
recent origin. Deficit financing, as a result of 4 
general misconception, has come to acquire 
sinister sense usually attributed to inflationa 
finance and, hence, some economists dub all deficit 
financing as inflationary. But if we closely examin 
the problem, we realize that deficit financing has i" 
roots firmly planted in war finance. Since this t 
of deficit financing is mostly of an fanrodicia 
nature, there is no tangible increase in g0ods and 
services against which the increase in incomes of 
the public could be matched. Hence, it is apparent 
that the inflationary tendencies in deficit spendin 
during the war are directly traceable to a failure 
of output and voluntary saving to keep pace with 
the increase in expenditure. But it is interesting to 
note that when private enterprise undertakes deficit 
spending through credit creation, the favourable 
response of output and savings to the increased 
expenditure does not exhibit any noticeable infla- 
tionary effects and as such there is no feeling of 
distrust in the public mind even when deficit 
spending has taken place. 

Deficit financing when used as a counter cyclical 
measure for compensating inadequacies of private 
investment has never been identified with inflation. 
There is little justification for considering it 
inflationary when used for developmental purposes 
as Income generating and capital forming expendi- 
ture, 

In industrial countries, it is maintained, by an 
increase in the supply of money and in public and 
private expenditure it will bring into employment 
the capacity which is idle and labour which is 
unemployed as the effective demand for their 
product expends. However, in underdeveloped 
countries the conditions are quite different. For 
example, in Pakistan, there are large material and 
manpower resources availing exploitation. The 
existing percentage of labour force to total popula- 
tion in Pakistan is 28.83 per cent which is very 
low. Furthermore, the disguised unemployment 
under the present conditions of agriculture is very 
high and it has been estimated that an agricultural 
labourer is employed for about 120 days a year only. 
In such conditions, deficit financing can be used for 





the following three purposes without causing any 
inflationary pressures: 

(a) The disguised unemployed in agriculture, 
when transferred to industry through a 
programme of deficit spending, would bring 
about an increase in industrial output with 
no offsetting decline in agricultural produc- 
tion. 

(b) The basic problem of a low standard of living 
due to a low degree of productivity can be 
solved by devising means for increasing 
productivity per man hour, which do not 
require heavy investment. If the productivity 
of labour can be increased through deficit 
financing, there is a clear justification for 
such deficit financing. 

(c) Some development projects, which in many 
underdeveloped countries are of crucial 
importance, are known to require a great 
deal of labour and very little capital, e.g. 
road building, harbour repairing, cement 
manufacturing, etc. Such a labour-intensive 
programme, that would immediately absorb 
a considerable number of disguised un- 

employed without imposing any heavy 
demand for capital, has everything to 
commend it when financed through deficit 


spending. 


In the light of the projects suggested above, we can 
say that deficit financing would succeed in giving a 
stagnant economy the badly needed initial push that 
would generate a process of economic development 
in the under developed countries. 

In many capitalist economies, the task of 
capital formation was left entirely in the hands of 
private enterprise which finances it by borrowing 
from commercial banks. This can be called deficit 
financing by the private sector. The basic similarity 
between deficit financing in the public and private 
sectors lies in the increased expenditure over 
and above the finances available in the form of 
savings to the private sector and in the form 
of usual revenue receipts through taxation and 
non-bank borrowing to the public sector. If the 
Private enterprises take recourse to borrowing 
from commercial banks then the gap between 
borrowed money representing the new investment 
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expenditure and available savings, would stand 
for deficit finance. At this stage, a rise in prices is 
inevitable because, whereas, the new investment 
would immediately bring about a rise in money 
incomes, the real incomes in terms of goods and 
services would increase only when this investment 
fructifies. This gap, which represents deficit 
financing and is accompanied by a rise in prices, 
has a striking resemblance to inflation but it begins 
to narrow and finally disappears as the process 
of development gathers momentum when the 
fructification of investment and capital formation 
materializes, and is accompanied by an increase 
in real incomes and voluntary savings. This state 
of affairs is highly conducive to capital formation 
since higher percentages of national income are 
available for further production. 

The point to make here is that if capital 
formation through credit creation in private sector 
is considered safe and legitimate, there is no reason 
why deficit financing in the public sector should be 
identified with purely inflationary finance. 


Deficit Financing and Inflation 


Inflationary implications of deficit financing, can be 
divided in two parts. The first part is related to the 
inflationary impacts of deficit financing (DF) in a 
full employment economy. Some writers hold the 
view that even under conditions of full employment, 
in the long run, there is no problem of inflation, 
particularly in those dynamic and expanding 
economies which are capable of increasing output 
to match the expanding demand. However, in fact, 
at full employment a further increase in aggregate 
demand (most probably through DF) results usually 
in raising the general price level instead of adding 
to aggregate output and employment. 

The second part discusses various possibilities 
through which DF can cause inflation in an 
underdeveloped or less than full employment 
economy. There are five possible reasons which 
describe the process by which DF results in 
inflation. These five reasons are: 

1. The first possibility arises when there is a 
variety of channels into which increased 
money supply can flow. It is argued that all 
the increases in money supply are not spent in 
increasing output nor are they absorbed by the 
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rise of costs and, as such, the effective demand 
for some goods and services must increase 
with increased money supply and this, when 
coupled with rise of costs, gives an upward 
push to the general prices. 

2 The second possibility of inflation through 
increase in money supply arises from the 
non-homogeneity in skills or efficiency. If 
less and less efficient labour were combined 
with a fixed quantity of capital equipment, the 
average and marginal returns for that labour 
would begin to diminish. In other words, 
the supply price would rise. Similarly capital 
equipment also lacks homogeneity in quality 
and types and as such some part of equipment 
involves an increase in prime costs per unit of 
output leading to a rise in supply price and the 
demand price as well. 

3. The third possibility arises when the supply 
of particular resources is perfectly inelastic. 
Bottlenecks are developed when the supply 
of some unemployed resources cannot keep 
pace with the increasing demand and the 
factor prices rise, which in turn, raise the 
commodity prices in some sectors of the 
economy. An example is the case of cement 
which is indispensable and in great demand 
for new construction in the underdeveloped 
countries. The raw material for cement—the 
cement stone—may be present in abundance 
in a country but the supply at any time is 
limited by the size of the plant which is such 
that it can meet normal requirements only, 
thus, introducing a measure of inelasticity in 
the supply of cement. 

4. The fourth possibility is created by increase in 
wage rates. As the economic activity gathers 
momentum and heads for full employment, 
the employed workers demand higher wages 
to cope with the rising cost of living. The 
entrepreneurs usually raise the wages but 
never to the full extent of the rise in the cost 
of living so long as there are unemployed 
workers in the economy. The increase in 
wages has a tendency to push up prices 
through their influence on costs and ageregate 
consumer demand. In LDCs the inflationary 
pressure may also come through the high 


MPC of the workers, which does not perm 
any considerable savings. 

5. Finally, the fifth possibility emerges from 
increasing marginal cost. Different degrees of 
price elasticity of supply possessed by some 
variable factors other than labour enterin 
into marginal cost would exhibit cate 
degrees of price rigidity. If the supply of 
particular raw materials is perfectly inelastic 
and the demand increases, the factor price 
will be much higher than if their supply were 
elastic. Such a situation is not peculiar to 
increased demand through deficit spending 
only. In fact, it applies to all development 
through any method of finance. 


We can conclude that inflationary pressure might 
develop long before full employment is reached. 
This is due to the fact that investment would take 
very long time to fructify and the increase in money 
incomes would not be offset through increased 
production even over a long period of time. 
Deficit financing results in a rise in prices which 
is obvious from the fact that increased expenditure 
is not compensated immediately by an addition to 
voluntary savings. In fact, all capital formation in 
the earlier stages of economic development results 
in a rise in prices the moment the rate of investment 
goes beyond the rate of voluntary savings. The 
effectiveness of deficit financing, thus, ties to a great 
extent in the forced saving that results through a 
ris€ In prices, since in an underdeveloped country 
the voluntary savings are inadequate to maintain 
the rate of investment necessary for the required 
capital formation. 


Precautions in the Use of Deficit Financing 


It is clear from the preceeding points that there is 
an inherent danger of inflation in deficit financing 
which must be guarded against to ensure economic 
growth with stability. To avoid this, it is necessary 
to take the following precautions while resorting to 
deficit financing: 

1. Deficit financing should be used moderately 
and a constant watch should be kept on the 
price index. 

2. The prices of consumer goods and essential 
raw materials should be controlled effectively. 








. To ensure a corresponding increase in 


the availability of goods, it is necessary to 
concentrate on quick yielding projects. 


. In order to keep down the prices of goods, and 


grains, food imports should be arranged well 
in time and in adequate quantities. 


. The rise in wages and salaries should be 


checked in order to avoid being caught tn a 
vicious circle. 


. To withdraw from public excess purchasing 


power, excess money supply should be 
mopped up through taxation and borrowing, 
and through attractive small saving schemes. 


. Above all, it is essential to provide a:clean and 


efficient administration to ensure that full 
cooperation from the professionals tackling 
the difficult economic situation resulting from 
a liberal use of deficit financing. 


Conclusion 


Deficit financing cannot be adopted in an 
uncontrolled manner in view of the foregoing 
inflationary tendencies latent in DF for development 
and there is no justification whatsoever for ordinary 
government expenditure to be financed through 
deficit. Even as a development expenditure, deficit 
financing should be confined to those projects 
which fructify relatively quickly, two or three years 
being considered as a reasonable period within 
which it should yield results. To avoid inflation at 
any particular time, investment or development 
expenditure of the government should balance 
the total savings available in the economy. In 
other words, total development expenditure must 
equal public savings, i.e. the amount by which the 
public revenue exceed public expenditures for non- 
development purposes. 

With a view to having a large amount of deficit 
financing in an underdeveloped country, like 
Pakistan, it is essential to ensure an abundant 
supply of food-grains and also of consumer 
essentials. If this is done, it becomes a matter of 
Social judgment as to how much its prices of non- 
essential and luxuries, which are mostly consumed 
by the people in the high income brackets, should 
be allowed to rise. 
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ANTI-INFLATIONARY FISCAL POLICY 


Fiscal policy with respect to inflation includes 
all the measures of a monetary nature which the 
executive branch of the government adopts or 
intends to adopt in connection with (a) government 
spending, (b) taxes and (c) public borrowing. 
Fiscal policy has come to be recognized as the 
potentially most powerful instrument of economic 
stabilization. But fiscal policy, being largely a matter 
of unpredictable political decision, cannot be relied 
upon to the exclusion of purely monetary measures 
for combatting inflation. This section deals with 
the major anti-inflation measures stemming largely 
from fiscal considerations. 


Government Spending 


During inflation, the government is supposed to 
decrease its own spending to counteract an increase 
in private spending. More concretely, the govern- 
ment must simultaneously reduce expenditures 
and increase revenues to achieve a cash surplus to 
be used as an anti-inflation measure. To maintain 
or even to increase taxes is not too great a problem 
during an inflationary ‘boom’, but to reduce 
expenditures is quite another matter, particularly 
during an immediate postwar period. For example, 
the major crises which the government faced 
occurred between the years 1965 to 1967 when there 
was burst of inflationary pressure, large increases in 
non-development expenditure (especially defence, 
after the September 1965 war with India), and 
cutbacks in the inflow of foreign loans which put a 
great strain on domestic resources. 

The reality of irreducible minima on the one 
hand, and the fear of deflation on the other, 
often deter the drastic downward adjustment of 
government spending that is required to dampen a 
principal source of inflation. 

Furthermore, the short-run anti-inflation objec- 
tive of fiscal policy may be somewhat upset by the 
long-run public investment programme. 

Long-range public expenditure outlay, however, 
can and should be so adjusted in amount and 
timing that they will not put a national budget 
out of control or, more specifically, aggravate 
the inflationary pressures in shorter periods. The 
greatest single obstacle to anti-inflation public 
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spending is a warlike international situation which 
necessitates an expanding national budget. 

The government must not only reduce its 
spending but must also tax or perhaps borrow 
a substantial portion of spendable money in the 
hands of the general public. 


Taxes 


As shown earlier, taxes determine the size of 
disposal income in the hands of the general 
public and, therefore, also the magnitude of the 
inflationary gap, given the available supply of 
goods and services, Moreover, the maintenance 
of a balanced national budget or, better yet, of a 
budgetary cash surplus, depends largely on the 
amount of tax receipts. It is axiomatic that during 
inflation the existing tax structure should be 
retained, that tax cuts should be resisted, and that 
new taxes should be adopted or tax-rates increased, 
if possible, to reduce the amount of spendable 
money in the hands of the general public. But care 
must be taken not to deflate the money incomes 

in the country through taxation so as to provoke 

a recession of economic activity. The degree of 
flexibility that is required to reverse effectively an 

anti-inflation tax policy is difficult to achieve, for 

political and perhaps psychological reasons. It is 

partly such difficulties involved in tax adjustments 

that make the monetary fiscal authorities turn to 

purely monetary measures to avoid either inflation 

or deflation. 

It is important to investigate which group or 
groups of taxpayers should be taxed most heavily 
in order to reduce aggregate demand at ‘the 
strategic points’ of an inflationary economy, The 
fiscal authority must take into account shifting, 
incidence, distributive justice, and many other 
effects of particular taxes on particular groups of 
taxpayers. In general, anti-inflation taxation must 
aim at reducing current incomes which otherwise 
would be spent in increasing prices. Particular taxes 
must aim at reducing particular demands rather 
than aggregate demand. Perhaps the most effective 
anti-inflation tax is a personal income tax with high 
basic and surtax rates as required by the progress of 
inflation. Such a tax would reduce the consumption 


function and so minimize the inflationary pres- 
sures, 


There is one exception to the general principle 
that the existing tax structure should be maintained 
or taxes increased during inflation: namely tariff; 
Tariffs should be reduced as much and as fast 
as possible, to increase imports and thus allow a 
part of the increased domestic money incomes 
to ‘leak out’ to other points of an open system. It 
is expedient to reduce those tariffs which deter 
imports of necessities and other items in short 
supply. But changes in the tariff structure involve 
difficult ‘structural’ adjustments at home (eg. a 
shift of resources from affected industries to export 
industries or to industries which are independent 
of foreign demand). Therefore, it is likely that a 
reduction of tariffs, however, desirable during a 
short period of inflation, will meet considerable 
resistance from sectional interests. Nevertheless, 
the establishment of the International Trade 
Organization, with its avowed purpose of promoting 
multilateral trade through tariff cuts, etc, points 
hopefully, to a future possibility that tariffs may be 
reduced not only to maintain long-run international 
equilibrium but also to combat domestic inflation 
in the short run. 


pay’ plan is designed to absorb a portion of money 
wage income at the source. Compulsory savings 
of any kind are expedient during wartime, or a 
postwar hyperinflation, but hardly practicable in 
peace-time democracies. . 

Accordingly, an anti-inflation programme 
must in part rely on voluntary savings. Statistics 
on ‘successful’ savings-bond campaigns are 
rather unreliable, since new savings may have 
merely replaced other forms of savings under the 
inducement of higher interest rates instead of 
reducing current income. A further flaw in excessive 
reliance on voluntary savings is that the amount of 
savings depends partly on the level of income taxes. 
Since payment of high wartime or postwar income 
taxes involves not only a decrease in consumption 
but a decrease in savings, the amount of individual 
savings on a voluntary basis may not be sufficiently 
deflationary. Keynes further pointed out that the 
crucial weakness of voluntary savings as an anti- 
inflation measure lies in the fact that others do 
not necessarily follow a good example set by an 
individual who tries to save in order to protect 
himself against the consequences of inflation. It may 
be necessary to make savings bonds more attractive 
to the general public by raising interest rates, but 
such a policy would come in conflict with the desire 
of the fiscal authority to keep interest rates low 
for servicing the public debt and for floating new 
issues, It is doubtless desirable that savings bonds 
should be made non-negotiable and less liquid 
(ie. with longer maturities) for the duration of an 
inflationary period. 


Savings 


Public borrowing that has a deflationary effect on 
money supply and effective demand is one that 
absorbs existing purchasing power, i.e., money 
otherwise spent on consumption or investment. 
The most effective anti-inflation public borrowing 
takes the form of compulsory Saving, otherwise 
known as ‘deferred pay’ According to this plan, the 
consumer defers a part of his pay by buying savings 
bonds which are redeemable sometimes after wat. 
Besides being anti-inflationary during a period of 
wartime scarcity, the plan has the added advantage 
of releasing deferred purchasing power at the first 
sign of a postwar recession. A variant of forced 
savings is a ‘forced war’ 

The principle involved is the same in all cases: 
namely ‘to withdraw a portion of the note issué 
to freeze a portion of the bank deposits, and to 
issue holdings in a government loan in place of the 
currency withdrawn and the bank deposits frozen. 
This latter type of forced savings aims at reducing 
the money supply in the hands of the general public, 
particularly of speculators, while Keynes’ ‘deferred 


Debt Management 


Outstanding public debt may be managed in such a 
way to reduce money supply or to prevent further 
Credit expansion. Anti-inflation debt management 
Usually refers to the retirement of bank-held debt 
Out of a budgetary surplus. The general reason for 
Concentrating on the effort to retire bank-held debt 
is that as long as commercial banks are ‘loaded’ with 
80vernment securities, they can always sell them 
in the open-market or let them mature and thus 
acquire additional reserves for credit expansion. 
As long as commercial banks can count on getting 
additional reserves in these ways. Central bank 
Credit controls are rendered ineffective. This is 
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where fiscal policy comes to the rescue of monetary 
policy. . 

Roughly there are two possibilities, namely (a) 
retirement of bank-held government securities out 
of a budgetary surplus and (b) refunding of bank- 
held public debt by sale of bank-ineligible bonds 
to nonbank investors (e.g. insurance companies, 
savings banks, endowed institutions, and indi- 
viduals). 

As far as the anti-inflation use of a budgetary 
surplus is concerned, it is important to analyze 
separately three distinct cases involved: (1) retirement 
of public debt held by central banks, (2) retirement 
of debt held by commercial banks (including non- 
member banks), and (3) retirement of debt owned 
by the non-bank public. 

1. Retirement of public debt held by central 
banks out of a budgetary surplus is most 
deflationary in its effect upon the money 
supply and bank reserves. In the first place, 
the accumulation of a budgetary surplus 
involves a reduction of demand deposits in 
the hands of taxpayers and, therefore, also of 
commercial bank reserves—the extinction of 
a portion of deposit money in the hands of 
the general public as well as a reduction of 
commercial bank reserves. This means that 
commercial banks’ ability to make loans or 
expand investments is reduced. In the second 
place, the use of a budgetary surplus kept 
as demand deposits in member banks for 
retiring debt held by central banks involves a 
loss of member-bank reserves and a reduction 
of otherwise spendable deposit money in the 
hands of the government, that is, effective 
prevention of inactive money from appearing 
as active money. 

2. Retirement of bank-held debt (i.e. commercial 
banks) is neutral in its effect on the money 
supply, since bank reserves will thereby be 
increased to create new money to make up for 
that portion of the money supply which was 
extinguished by the budgetary surplus. The 

danger, though, is that commercial banks may 
have so much more in government securities 
maturing within one year will increase 
the money supply than any conceivable 
budgetary surplus. The danger is explicit 
in any extraordinarily large bank holdings 
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of short-term government securities, as in 
immediate postwar years, and the implicit 
in a possible failure to achieve a significant 
budgetary surplus owing not so much to 
inadequate tax revenue but more increased 
public expenditure. However, desirable 
or necessary, the reduction of bank-held 
public debt may be for other reasons (e.g., 
to broaden the ownership of the public debt 
and to prevent excessive bank earnings), the 
use of a budgetary surplus for that purpose 
does nothing to reduce the money supply. 
Therefore, if a positive anti-inflation effect 
on the money supply is desired, it will be 
necessary to direct a budgetary surplus toward 
the retirement of public debt held by the 
central banks and to ‘freeze’ the securities 
owned by commercial banks. 

3. In case a budgetary surplus is used to retire 
a maturing portion of debt held by the non- 
bank public, the result will also be neutral as 
far as the money supply is concerned. For the 
process of accumulating and using a surplus 
merely results in a shift of ownership of 
money from taxpayers to holders of govern- 
ment securities. It is arguable, however, that, 
although there is no net change in the money 
supply, the shift of ownership of money from 
taxpayers to holders of government securities 
involved in this type of operations may have 
a deflationary effect on consumer spending. 
Although taxes are imposed on all groups 
and deflate their incomes, given the public 
expenditure structure, the shift of money in 
question benefits chiefly the rentier class, 
which generally spends less on consumption 
than those taxpayers who do not own govern- 
ment securities. If, however, the holders 
reinvest the proceeds of the redemption, the 
above deflationary effect of the retirement of 
non-bank-held debt on aggregate spending is 
rather indeterminate, 


The success of these three types of operations 
presupposes a large and continuous budgetary 
surplus out of which to retire maturing public debt. 
Yet there is the possibility that the government 
. may have a budgetary deficit instead. As such 


a possibility becomes stronger, the greater the 
pressure on tax proceeds for other purposes grows. 
Increases in public expenditures might even wipe 
out the budgetary surplus which could otherwise 
be used to combat inflation. Should there occur an 
excess of expenditure over revenue in the national 
budget, the public would get more in income than 
it lost in taxes, The result would be inflationary, 
other things being equal. Barring these possible 
offsets, the crucial question is how much and how 
fast bank-held public debt can be retired without 
endangering general liquidity. This question brings 
us to the second method. 

Adoption of the second general method, nainely, 
that of retiring bank-held debt by sale of bank- 
ineligible bonds to non-bank investors, would 
involve a loss of spendable money in the hands 
of the public and also of bank reserves. But it is 
arguable, though inconclusively, that this type of 
operation would be ineffective if non-bank investors 
were reluctant to give up spendable money for 
government bonds, or if the sale of government 
bonds to the non-bank investors resulted merely in 
the surrender of idle funds which would not have 
been spent anyhow. Much depends on non-bank 
investors’ choice between different types of liquidity 
(cash and government securities, in this instance), 
prevailing interest rates on alternative investments, 
and their expectations in general. To the extent that 
the public purchases new government securities 
out of idle money, the second method of debt 
management will be less deflationary in effect. It 
is important to remember that in this case, as if 
the first, diversion of Treasury balances, regardless 
of their source (tax proceeds or loan funds), to the 
retirement of bank-held public debt prevents 4! 
otherwise inevitable increase in the money supply: 


Gold Sterilization 


Whenever gold inflow is deemed too dangerously 
inflationary in effect, the government may decide ! 
‘sterilize’ gold in order to keep bank reserves fro™ 
increasing their gold acquisitions. 


Overvaluation 


In order to control domestic inflation, a counl!Y 
might maintain the ‘overvalued’ exchange value ° 
its currency, that is, an expensive currency relativ’ 














to foreign currencies. An ‘overvalued’ currency is 
anti-inflationary in effect for three reasons, namely 
(a) because of its discouraging effect on exports 
and, therefore, of its decreasing effect on domestic 
money incomes, (b) because of its encouraging 
effect on imports and, therefore, of its increasing 
effect on import expenditure and (c) because of 
its cheapening effect on the price of those foreign 
materials which enter into the domestic cost of 
production and, therefore, of its preventive effect 
on an upward cost-price spiral. If, however, other 
countries are experiencing inflation at the same 
time, the importing country in question may find 
it necessary to appreciate its currency, that is, to 
make the domestic currency even more expensive 
in terms of foreign currencies. Otherwise the 
deflationary effects of overvaluation would be 
offset by the rising cost of imports (an important 
consideration for countries using many foreign raw 
materials). 

It is unlikely that a country will maintain 
an overvalued currency or disregard exchange 
depreciation solely for the purpose of controlling 
domestic inflation. For the deflationary implication 
of overvaluation for the balance of payments may 
well be more serious than a similar implication for 
domestic price levels. 


GROWTH OF FISCAL POLICY AND 
HARROD-DOMAR MODEL 


Fiscal Policy in LDCs 


The primary task of fiscal policy in underdeveloped 
countries is to raise the ratio of savings to national 
income. One is justified to believe that well devised 
policy measures can succeed in making available a 
larger flow of resources for economic development. 
It implies that the role of fiscal policy in under- 
developed countries must be allocative. This role 
is quite different from the role which fiscal policy 
plays in developed economies, i.e. the determination 
Of the level of total effective demand. As stated 
earlier, in under-developed countries, the emphasis 
has to be on allocation, that is, the broad allocation 
48 between consumption and investment and as 
between different forms of investment. In short, in 
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under-developed countries the key note of policy 
must be acceleration of the rate of growth. 

The traditional theory of public finance treated 
the government as one financial unit among several 
other units in the economy, each of which received 
income and incurred expenditure. From the 
economic point of view the chief problem in public 
finance was to apply the general rule of maximizing 
satisfactions. According to the classical economists, 
the creation of deficit budget has no effect except to 
cause inflation. So the classics were of the view that 
budget should always be balanced. 

The theory of national income and employment 
originally developed by Keynes, revolutionized the 
whole basis of public finance. After the presentation 
of this theory by Keynes, it was realized that 
the government finance could be manipulated 
to influence the level of economic activity by 
influencing the level of effective demand. So the 
core of Keynesian theory is that the revenue and 
expenditure programmes of the government should 
be adjusted so as to produce and maintain a stable 
and high level of economic activity. Recently, the 
conditions for long run equilibrium in a dynamic 
economy have been analyzed and the possibility of 
the emergence of long run disequilibrium has been 
pointed out, calling for a shift in emphasis in the 
goal of fiscal policy. The goal postulated now is that 
of ensuring conditions of state growth. 


Harrod-Domar Model and Fiscal Policy 


Though details of the models of Harrod and 
Professor Domar are different, both of them were 
interested in discovering an equilibrium rate of 
income growth which will keep a dynamic economy 
on the path of equilibrium from time to time. They 
pointed out that investment plays a crucial role in 
the process of growth as it has a dual character, 
on one hand, it creates income and, on the other, 
it augments the economy’s productive capacity 
by enlarging its capital stock. The fact that the 
net investment adds to the productive capacity of 
the economy becomes more important when we 
consider the long run problems and their solutions 
for an economy. It can be said that in the long run 
employment is a function of the rate of growth of 
investment and income. If long run disequilibrium 
and unemployment are to be avoided then income 


330 THE ECONOMY OF PAKISTAN 


must grow at a rate just sufficient to ensure the full 
capacity use of a growing capital stock. 

In his model, Harrod gave the following equation 
to represent this growth rate of income (we may call 
it full capacity growth rate): 


s 
Gw = Cr 
Where Gw = Warranted rate of growth, 
s =  S/Y (MPS = APS), and 
Cr = Capital - Output ratio. 


This equation states that if full and continued 
utilization of capacity is to be ensured, income must 
grow at the annual rate of S/Cr. 

In the long run, analysis the disequilibrium will 
arise in the economy if G ] Gw, i.e. the actual rate 
of growth is not equal to the warranted or required 
rate of growth. If G > Gw, conditions of secular 
inflation arise, because in this case, income is 
allowed to grow at a faster rate than what is allowed 
by the growth in capacity, leading to a deficiency of 
capital goods and increasing pressure on capacity. 
Desired investment would exceed desired saving 
and production would fall short of effective demand 
and it would result in secular inflation. If, on the 
other hand, G < Gw, then there arises excessive 
capacity and hence fall in investment. 

Therefore, from the above it appears that G = Gw 
is a necessary condition for long run equilibrium, but 
it is not the perfect condition. We have to introduce 
another growth rate to state the full conditions 
required for dynamic equilibrium. This is the full 
employment rate of growth which is designated by 
Gn. This is the rate of growth of output which will 
insure full employment to a growing labour force 
in the context of using productivity of labour force. 
If we denote the growth in labour productivity by 
h, then the equation Gn = n + h is the equation of 
this full employment growth rate where n is the 
annual growth rate of labour force and h is the rate 
of growth of labour productivity. 

* If Gn > Gw, conditions of secular inflation would 
tend to be generated and unemployment would 
grow simultaneously. Inflation would be caused by 
the fact that G, unless regulated by the government, 
would tend to reach Gn and, therefore, would lie 
between Gn and Gw. Unemployment is the obvious 





result of the fact that the rate of growth of capac; 
is insufficient to afford full employment for the 
growing labour force. 

If, on the other hand, Gn < Gw, then conditiuns 
of secular stagnation would be generated. This ig 
because G cannot rise above Gn for an extended 
period of time and, therefore, would lie below Gy. 


Fiscal Policy in Developing Economies 


When we concentrate on fiscal policy in under- 
developed countries, we see that the saving rate 
is very low in these economies and it is not 
conceivable in the near future that the saving rate 
will be lowered. The problem rather is to raise it, so 
that the backlog of under-employment is liquidated. 

In these economies, the major objective of 
the fiscal policy is to obtain high marginal rates 
of saving. Thus, it is clear that savings are a 
function not only of the level of income but also 
of its distribution. According to Kuznet’s findings, 
inequalities in incomes are far greater in some of 
the underdeveloped countries than in the developed 
ones. It is not the absence of saving margins which 
is the problem but the evolution of concrete policies 
and institutions to mobilize saving margins which 
exist. 

The nature of the fiscal machinery is obviously 
very important for the marginal rate of domestic 
saving. If the taxation system is greatly income 
and price elastic, a higher marginal rate of saving 
will be obtained automatically in the growth 
process. In fact, however, the taxation systems in 
underdeveloped countries are inelastic with respect 
to price and income, 

In underdeveloped countries Gw falls short of 
Gn and this has been happening since too long 8° 
a high volume of under-employment has emerged 
in the economy. Rate of investment is very low and 
as Gn > Gw, the conditions of secular inflation aré 
prevalent. 

In the face of above stated problems, the public 
policy in these economies must be designed (© 
solve the twin problems of underemployment 
and inflation. The fiscal policy should aim at the 
promotion of the highest possible rate of capital 
formation without inflation. For this, the fiscal 


policy should be adapted to the requirements of 


obtaining a high marginal saving rate. A primary 


objective of this fiscal reorientation should be to 


raise the share of taxation and other public aan 
receipts. Stability is necessary for progress : u 

maintaining of stability does not require a lal as 
may happen in a developed economy, but a rise 
in it. Raising the proportion of saving to income 
will enable the economy to reduce unemployment 
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and maintain stability at the same time. As income 
increases, it is necessary to keep the marginal 
propensity to save above the average propensity to 
save. Finally, public finance should be conducted on 
a functional basis but the most important function 
is to raise the rate of savings and investment and not 


the mere avoidance of inflation. 


16 


Fiscal Policy in Pakistan 


STRUCTURE OF PUBLIC FINANCE 


Public finance deals with the manner in which 
public authority (or government) acquires resources 
and allocates them under various heads of public 
expenditure. Resources may be acquired through 
revenue collections (including tax and non-tax 
revenue) and also through increasing the size of 
public debt. The theory of public finance, therefore, 
involves the study of the nature and principles 
underlying public revenue, public expenditure, and 
public debt. 

There is a fundamental difference between public 
and private finance. Private finance, whether of 
firms or individuals, starts with a given income as 
the framework within which expenditure must be 


planned; public finance in a modern state starts with - 


a given expenditure plan and the authorities adjust 
their revenue by means of taxes and other resources, 
to match the expenditure.' In poor and undeveloped 
countries, where the raising and collection of taxes 
is difficult, it may often be necessary to plan the 
budget based on revenue. However, in Pakistan 
expenditure is estimated first and then sources of 
revenue are considered to finance the expenditure. 
As stated above, public finance is the study of 
government expenditure and income. Income means 
the total resources available to the government 
and expenditure means all the types of expenses, 
development or non-development, which the 
government may have to incur. In the following 
pages we will discuss these two major parts of public 
finance briefly. Our discussion will be confined to 
the description of the structure of public finance in 
Pakistan. The discussion of policy options available 


and their potential will be discussed later in the 
book. 


GOVERNMENT RECEIPTS 


Our discussion begins with public finance in 
Pakistan with government receipts. The total 
resources of the government are drawn from the 
following four sources: 

1. Revenue receipts (net of provincial share); 

2. Capital receipts; 

3. External resources; and 

4, Self-financing by autonomous bodies. 


There is a heavy dependence upon revenue receipts 
and on external resources. 


Table 16.1 presents federal government overall 
budgetary position. 


I. Revenue Receipts 


Revenue receipts include tax revenue, non-tax 
revenue and surcharges. These are briefly explained 
below: 

(a) Tax Revente: There are direct taxes such a5 
Income Tax and Wealth Tax, and indirect 
taxes such as Federal Excise, Sales Tax, and 
Customs Duties. 

(b) Novn-tax Revenue: This includes income from 
government property and enterprises and 
receipts from Civil Administration and other 
functions. 

(c) Surcharges: Surcharge on natural gas and 
petroleum also come under this category. 


It Ursula K. Hicks, (1961), Public Finance, Cambridge: James Nisbet and Co. Limited 








2. Capital Receipts 


Capital receipts include external borrowing 
and internal non-bank borrowing consisting of 
unfunded debt, public debt, treasury and deposit 
receipts besides revenue account surplus and the 
surplus generated by public sector etc. 

Capital receipts are correlated with the develop- 
ment of monetary sector both internally as well 
as externally. The stagnating capital receipts were 
mainly attributable to the developing monetary 
sector. 

Capital receipts contribute very little to total 
revenue which is much less than the rest of the 
developing countries and are heavily affected 
by political unrest. The revenue picture shows a 
stagnating behaviour in case of capital receipts, their 
ratio to GNP was 4 per cent in 1960s, and remained 
variable during the past decades but is now showing 
the same percentage again. 


ble 16.1 Federal Government Overall Budgetary Position 
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The two major components of capital receipts are 
external resources and deficit financing. 


3. External Resources 


External resources are loans and grants which 
come from various sources. These sources include 
consortium, non-consortium and Islamic sources of 
aid. Consortium provides aid at both bilateral and 
multilateral levels. Sources of consortium bilateral 
aid are Belgium, Canada, France, Germany, Italy, 
Japan, Netherland, Norway, Sweden, UK, and US. 
Consortium’s multilateral aid comes from Asian 
Development Bank (ADB), IBRD, IDA (including 
EEC Special Action Loans), IFC, and IFAD. Non- 
Consortium sources mostly provide bilateral aid. 
These include Australia, China, Denmark, Finland, 
Rumania, Switzerland, and USSR. Bilateral aid 
from Islamic countries comes from Abu-Dhabi, 
Iran, Kuwait, Libya, Qatar, and Saudi Arabia, while 
multilateral Islamic sources of aid are OPEC Fund 
and IDB. 


(Rupees in billions) 


Table 16.1 Federal Government Overall Budgetary TOSUON 


Heads 


RECEIPTS 

1. Direct Taxes 

2. Indirect Taxes 
(a) Gustoms 
(b) Sales Tax 
{c) Federal Excise 


Total Tax Revenue (1+2) 
Surcharges 
Non-Tax Revenue 


a 

4 

5 

6. Total Revenue Receipts (Gross (3+4+5) 

7. Less Provincial Share in Federal Taxes (6-7) 
8 


. Total Revenue Receipts (Net) 
9. Capital Receipts 
10. Externa! Resources 
11. PSDP Finance by Provinces 
11(a).Provincial Surplus 


12, Total Resources (8+9+10+11) 


EXPENDITURE 

13. Current Expenditure 
{a} Defence 
(b) Debt Servicing including 

repayment af foreign loans 

(c) Other expenditure 

14. Development Expenditure 

15. Tota! Expenditure (13+14) 

16. Gap (15-12) 

17. Financed by Bank Borrowing 


2002-2003 (B) 2003-2004 2004-2005 
149 161 182 
312 349 398 

es 78 103 
206 223 249 
50 48 46 
461 510 580 
60 61 75 
154 157 141 
675 728 796 
194 215 239 
481 $13 557 
36 37 65 
198 159 156 
29 30 33 
744 739 ait 
608 645 701 
146 160 194 
290 258 256 
172 229 242 
134 160 202 
-742 B05 903 
98 = = 
(31) 28 45 


Source: Federa! Budget in brief 2002-2003; 2003-2004; 2004-2005. 
Updated figures in an abridged shape have been included at the end of this chapter. 
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Loans and grants received by Pakistan can be 
classified into project and non-project aid. Non- 
project aid can further be classified as food, non- 
food, BOPs and Relief aid. 

Pakistan's foreign borrowings began in early 
1950s to meet its development needs. With gross 
foreign aid inflows almost negligible during the 
fifties, the first half of the sixties witnessed a rapid 
and substantial increase. The total increased from 
U$$337 million to US$2911 million during 1960- 
65. From | per cent of GNP in the fifties, gross 
foreign aid inflows increased only marginally to 2.75 
per cent in 1961. By 1964, foreign aid inflows were 
almost 9 per cent of GNP. 

Toward the latter half of the sixties, foreign aid 
decreased but increased again in the first half of 
the seventies. It increased from US$1,582 million 
in 1965-70 to US$3,762 million in 1970-78, the 
percentage to GNP also increased to 11.10 per cent, 
although gross foreign aid inflows remained almost 
Static in 1980s but the proportion to GNP fell to 
about 5 per cent. The foreign economic assistance 
showed an increase in the last part of the 1990s. 

Aid composition has markedly changed over the 
past three decades. In the early periods, the greater 
portion of aid was composed of grant and grant like 
assistance. The portion of such highly concessional 
assistance has fallen steadily and replaced by loans 
on harder terms, repayable in foreign exchange. 
The share of grants and grant like assistance in total 
commitments was 80 per cent during the First Five 
Year Plan (1955-60) which fell to 46 per cent during 
the Second Five Year Plan (1960-65), 31 per cent 
during the Third Five Year Plan (1965-70), and 12 
per cent during the non-plan period. However, its 
share increased slightly to above 20 per cent during 
the Fifth (1978-83) and Sixth (1983-88) Five Year 
Plan periods mainly due to the relief assistance 
for Afghan refugees and it is expected that the 
share of grant and grant like assistance in total 
commitments, which was 14 per cent will remain 

so and will further decline in future. 

The Federal Budget 2009-10 is dependent on 
foreign assistance to the extent of Rs.510 billion. 


4. Self-Financing by Autonomous Bodies 


This is the surplus left after meeting all the 
expenses of these bodies. This surplus is available 
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To enable the readers to stay updated, the following table presents percentages of total expenditure from 
9000-01 to 2008-09: 


diture 2000-01 to 2008-09 
able 16.2 Percentages of Total Expen 
: 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 


2000-01 


to the government for revenue and development 
expenditures, 


em 
GOVERNMENT EXPENDITURE : a Dae aan 
76.4 ; 
: 93.1 61.1 77.4 73.6 
Government expenditure is broadly classified into icici a - 17.8 19.3 19.0 17.2 13.9 12.2 12.4 
current expenditure and development expenditure, Defense i : a ; 26.2 23.7 19,7 18.5 21.5 23.0 aaa 
Interest 7.2 34.2 18.6 12.5 
35 6.4 7.1 6.0 
° Current Subsidies 4,0 12.5 16,2 15.4 
Current Expenditure General Administration 14.1 11.0 11.2 i : Ha te 24.3 11.5 14.8 
ici 18.8 19.0 26.7 , 

It comprises mainly debt servicing, defence, general ASI Others a _ - fae aie 
administration, social services, law and order, Development Expenditure @ = 10.1 15.3 wae or qG00 700.0 100.0 100.0 100.0 

subsidies, community services, economic services, jee = 


Total Expenditure ~ 
iia a naa). and others. Source. Pakistan Economic Survey 2008-2009 (Statistica! Appendix), Tabla 4.4, p. 36. 

i eral and 
For further updating, data in terms of percentages of total expenditure relating to Consolidated Fed 


lated below: 
009-2010 to 2011-2012 (July-March) are tabu 
toe | Government Expenses during 2009-2010 to 2011-2012 


Development Expenditure 


Government expenses 011 
[Consolidated Federal and Provincia 


(July-March) in percentage is tabulated below:] 


Public Sector Development Programme (PSDP) is 
another name given to governments development 
expenditure. The priority areas are transport/ 
communication, power, and water. These three sectors 
combined cover about 50 per cent of total allocation 
for PSDP. Other areas which receive some share in 
PSDP are Tameer-e-Watan Programme, Tameer- 


- ~ h 
Consolidated Federal and Provincial Government expenses during 2009-2010 to 2011 2012 (July-March) 
in percentage are tabulated below: 


million rupees} 
Table 16.3 Consolidated Federal and Provincial Government Expenses ( 


011-2012 
e-Sindh Programme. These were discontinued in Be icctare 2009-2010 ee : 9 
name and were merged in Integrated Social Public ane eons 81.5 ey me 
Works Programme (ISPWP). These are: Mineral, Defense 12.5 13.0 SAL 
Fuels, physical planning and housing, population erect 22.0 oe -NA- 
welfare, agriculture PSDP, Rural Development, Health Current Subsidles ie , 
and Nutrition, Education and Technology, Culture - NA- 


43.90 
Administration & All Others 39.5 


i tructed. 
Note: Some figures have been rounded off and recons 
Source: Pakistan Economie Survey 2011-2012, Statistical Appendix, Table 4.4, p. 41. 


sports and tourism, Manpower and employment, 
Fertilizer subsidy, Industry, Mass Media, Women 
Development, Social Welfare, Research Statistics and 
Planning, Environment, Rehabilitation Programme 
for areas adversely affected by the Afghan refugees in 


billion rupees) 
Table 16.4 Consolidated Federal and Provincial Government Expenditure ( 


Total 


Current Development 

NWFP, Special areas in AJK, NA, FATA etc, Besides Years Expenditure Expenditure expen gis 
these allocations, around 20 per cent of PSDP goes to aah 94 sila 
provinces for their separate development programmes. 1995-96 455 86 ah 

In the Federal Budget 2002~2003, Khushal ae §30 104 ae 
Pakistan Programme was transferred to provinces. ee 547 a ais 

The size of ADP for 2009-10 was Rs. 783 billion 1999-2000 7 90 736 
with allocation of Rs. 446 billion to Departments 2000-2001 ee 228 1,093 
of the Federal Government, autonomous bodies: 2004-2005 1.035 365 uno 
special programmes etc., Rs. 200 billion to Provincial eee 1,375 434 ae 
ADPs, and Rs. 157 billion for other development 2007-2008 (RE) i ae 2,393 
expenditures. Table 16.3 gives a brief account of 2008-2009 (8) eae 781 2,480 


structure of public finance in Pakistan. A historical 
run down of Commitments and Disbursements 0 
loans and grants is presented in Table 16.5. 


2009-2010 (BE) 


Sources: Pakistan Economic Survey 2000-01, Table 4.2, op. 44-45; 200 
Economic Survey 2008-09, (Statistical Appendix), Table 4.2, p. 


1-02, Table 4.2, pp. 44-45; 2005-06, Table 4.2, p. 44, Pakistan 
34 and Budget Documents 2009-10, released on 13 June 2009. 
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(Rs. million) 
= Table 16.6 Current Expenditure 
— ' Cu " = ae S 7“ ") a ia m 2 ee ER cre 
= 5 +t mo os rap bea) roa o T © : nieres nara Total 
= a : a 3 - ta ot oi e S Defence and Repay- pares Social Others Expend- 
an 2 oes = Meats Expend- ment of Subsidies Services iture 
=| o iture Foreign tration 
a 
a = hs wn o hs <3 Ou cn = Debts 83,769 
= = 12969 ; 
Eels =) a & B —~ & o 31866 16529 5360 a fae 15.5) 
5 = = os a 0 = 1984-85 7 (6.4) (7.8) (12.5) (15. 
8 (38.0) 27) = 13886 94,686 
g 123 : 
7 1985-86 see he ech Ha (13.1) (14.7) 
= c + = iia] al w 37. : : 
B a R a sa a} 10393 15452 19298 116,242 
| ci 1986-87 41335 23955 5609 hips naa AOE 
5.0) 
3 (35.6) (20.6) { 
2 75 133,645 
& 1987-88 47015 93298 7950 8542 he aaa 
= 2 t i S|ia2io (24.9) (6.0) (6.4) (13. 
Es © x wo “|S ] seabed 192 49304 21108 153,066 
se — ee ee eet te 
eo) : : : 65,595 
i S 2 o olalo/= 58708 46713 9044 11927 20243 a 5) 7 
3 3 2 o hag ea a i a 3 1989-90 (35.5) (28.2) (5.5) (7.2) (12.2) : = 
5 3 7 “ “| 13 50048 10712 13494 28129 28670 195, 
a = 1990-91 64623 ne (6.5) (6.9) (14.4) (14.7) 
a § (33.0) ote 33978 232,426 
9 Ee a is > - s FIS/a]5 1991-92 ie a 4) (4.4) (7.2) (13.8) (14.6) 
2 Es = -~ = in <2) 32.6 257,329 
S Oo 3 18144 38075 36122 
2 1992-93 82152 75528 aa (7.1) (14.8) (14.0) 
a oe un fen un) © io @ oe - we lola = 8 ued — : 22,131 §9,565 24,718 302,810 
i : : ’ 
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The updated figures in their comparative prospective 
are not available in the current Pakistan Economic 
Survey 2011-2012. Therefore, we have relied on data 
released by State Bank of Pakistan in their Annual 
Report 2010-2011. The State of Pakistan's Economy, 
Volume-I, Table 6.1, p. 81. A summarized position 
relating to consolidated public finance is tabulated 
below: 


Table 16.8 Summary of Consolidated Public Finance 
(billion rupees) 


Current Development 

eats Expenditure & Nel Lending Total 
2007-2008 1,858 419 2,277 
2008-2009 2,042 450 2,592 
2009-2010 2,386 621 3,007 
2010-2011 2,901 546 3,447 
2011-2012 2,976 745 3,721 
(July—March) 


cc 
Source: State Bank of Pakistan Annual Report 2010-2011, The 
Slate of Pakistan's Economy, Vol. |, Table 6.1, p. 81. 


A major part of the government's revenue comes 
from tax resources and among these, indirect taxes 
contribute about four fifth of the total. Examples 
of indirect taxes are federal excise, custom duties 
and sales tax which are paid by the public though 
hidden in the price of different commodities they 
purchase. 

Our total domestic resources fall short of our 
current expenditure. In other words, with our 
internal resources we cannot maintain the current 
set-up and for development purposes we have to 
rely exclusively on foreign resources, Foreign debt 
burden is increasing at an exponential rate. 

The best strategy in the current scenario is 
to curtail government expenditure and enhance 
revenue through better collection of taxes. 

The government acquires resources in order 
to finance expenditure which may be current or 
developmental. 

The ratio between consolidated development and 
non-development expenditure has remained more 
or’ less constant during the seventies being 1:2.2 
in 1972-73 and 1:2 in 1979-80, it rose to 1:2.53 in 
1984-85 and 1:1.17 in 1997-98. This was 1:2.17 in 
2009-10. 

Non-development expenditure is generally 
regarded as being an exercise and, therefore, 
subjected to persistent public criticism. Nevertheless, 


is overall size seems to be quite inelastic ang 
it has not been possible to improve the ratio of 


development to non-development expenditure. 
With the sharp increase in population and 4 
constant threat from the enemies, non-development 
expenditure is subjected to a rising trend which 
could only be controlled by rapid economic 
development. The question is where should the 
emphasis be laid because both development and 
non-development_ expenditure are inter-related 
to each other. A decrease in non-development 
expenditure may starve development projects 
and facilities of essential funds for maintenance 
and other purposes. The tendency to associate 
development with only capital spending and to 
neglect maintenance, staffing and operation of 
these facilities is not very rational. Often the 
result is ill-equipped and under-staffed hospitals, 
dispensaries and educational institutions and lack 
of maintenance of roads, irrigation, electricity and 
forest project, and a lack of operating funds for 
many essential services like agricultural extensions. 

The only non-developmental expenditure which 
could be controlled is the exploitation by the rich 
affluent class who acquire most of the precious 
grants that the government extends. 

Current expenditure may further be divided into 
three broad categories, a major component of which 
is debt servicing which constitutes 46 per cent of 
government expenditure in 2009-2010. Defence 
constitutes about 20 per cent in 2009-2010. The 
remaining 34 per cent may further be divided into 
general administration, subsidies, social services, 
etc. A broad break up of the historical run down 15 
presented in Table 16.6. 


THE CONCEPT OF PuBLIC SECTOR 
DEVELOPMENT PROGRAMME (PSDP) 


The traditional classification of governmen! 
expenditure was classified as revenue expenditure 
and capital expenditure. But with the adoption of 
the policy of planned economic development, thé 
budget became an instrument for carrying out thé 
objectives of the plan and hence it became necessary 
to distinguish between expenditure which contt!- 
buted to economic development. 





definition of development expenditure should take 
‘nto account the following basic considerations vis- 
a-vis the development programme: 


Table 16.9 Provincial Budgets at a Glance (2007-2009) 


Particulars 


A. Total Tax Revenue 


Total Revenues (A + B + 0) 304.7 373.6 178.7 211.9 79.7 
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Expenditure not falling within these categories was 
to be treated as non-development expenditure. 

Table 16.9 presents an abridged picture of 
Provincial Budgets at a glance. 


it was decided that the concept of a workable 


1. That it should be designed to keep intact to 
enlarge and to improve the physical resources 
of the country. 

2. That it should improve the knowledge produc- 
tivity and skill of the people. 

3, It should encourage efficiency with which 
available resources are used. 


PAKISTAN’S TAXATION STRUCTURE 


From the beginning, Pakistan's tax structure has 
had a narrow base. In 1987, when the population 
was a 100 million plus, the total number of income 
taxpayers was just over one million. Income from 


{Rupees billion) 
Punjab Sindh NWFP Balochistan Total 


2007-08 2008-09 2007-08 2008-09 2007-08 2008-09 2007-08 2008-09 ore ae 
(RE) (BE) (RE) (BE) (RE) (BE) (RE) (BE) (RE) 


256.4 323.9 158.0 188.7 59.4 76.2 30.7 35.2 504.1 630.0 








Provincial Taxes 30.6 40.4 16.4 19.8 2.4 3.9 0.9 : ° pe a : 
Share in Federal Taxes 225.8 289.6 141.6 168.9 56.7 72.2 29.8 on ap i 
B. Non-Tax Revenue 42.2 36.6 42.1 10.5 3.1 a 2.3 z _ a 
C. All Others 6.2 Tod 8.7 12.8 17.5 20.7 15.8 14. ; 


100.4 48.8 52.5 611.9 738.6 


: 497.5 552.8 

{a) Current Expenditure 292.2 257.0 163.9 181.0 61.5 a = ” : pie ae 

(b) Development Expenditure 138.0 160.0 62.3 77.3 32.9 41. a ae = ae 

(i) Rev. Account 79.2 81.1 14.4 35.8 §5 8.0 ; ° i ee 

{ij} Cap. Account 58.8 74.9 47.9 41.5 27.4 33.6 28.8 ad op 
Tota! Expenditure (a + b) 370.2 417.0 226.2 258.3 54.4 108.9 69.8 : : 


Source: Pakistan Economic Survey 2008-2009, Table 4.8, p. 65. 


ears 
To stay updated, data are available regarding overview of Provincia! Budgets relating to all the four Provinces of Pakistan for two y 
namely; 2010-2011 and 2011-2012. Information from relevant table is reproduced as under: 


(Rupees billion) 
Balochistan Total 


Table 16.10 Overview of Provincial Budgets (2010-2012) 
Punjab Sindh NWFP 














Particulars 5010-11 2011-12 2010-11 2011-12 2010-11 2011-12 2010-11 2011-12 ated ae 
(RE) (BE) (RE) (BE) (RE) (BE) (RE) (BE) (RE) 
A. Total Tax Revenue 5026 625.4 3106 3594 160.2 195.4 1005 111.5 ls iat “ 
Provincia Taxes 39.0 48.6 32.7 35.0 2.3 3.6 1,2 1.3 bie fae 
Share in Federal Taxes 463.6 576.8 277.9 924.4 156.9 191.8 99.3 110.2 gle ae 
B. Non-Tax Revenue 26.0 20.6 12.4 19.9 5.4 5.9 2.8 3.5 = =e 
C. All others -7.5 21.2 14.3 17.9 97.6 23.9 3.8 ee i oe 
Tolal Revenues (A+B+C) S21. 6672 3343 9972 2032 2252 107.1 i me map 
(a) Current Expenditure 397.6 4348 281.2 289.1 1395 149.0 = ae ay pie 
(6) Development Expenditure 138.7 220.0 65.6 141.1 65.0 85.1 27. Es an he 
(i) Rev. Accaunt 81.4 127.2 3.9 51.7 10.3 13.1 0.0 ay ae _ 
(ii) Cap. Account 57.3 92.8 61.7 69.4 54.7 72.0 27.1 


Oo 1436.1 
Total Expenditure (a + b) 5063 6548 3468 4242 2045 2341 1014 1220 1179.0 


Source: Provincial Finance, Budget wing. 
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agriculture was exempted from tax by statutes in its 
entirety. Even now the tax imposed on agriculture 
by provincial governments is small. A good part of 
the non-agri income enjoys either partial or total 
exemption under some incentive provisions or the 
other. A host of deductions, exclusions, allowances 
further erode the taxable base. The net result of the 
Situation is a very narrow tax base. 

The main taxes imposed are direct taxes and 
indirect taxes. Direct taxes of the Federal Government 
comprisemainlyof Income Tax. Indirect taxes, on the 
other hand, consist of customs duties, excise duty, 
sales tax, and taxes on international trade. 

Indirect taxes contribute predominantly to the 
total tax collection. Direct taxes which contributed 
25 per cent of the consolidated tax revenue in 
1949-50 and 33 per cent in 1959-60 provided only 
14 per cent in seventies and 13 per cent in eighties. 
They rose to 23 per cent in 1999-2000 and are 28 
per cent in 2009-10. 

Indirect taxes, on the other hand, contribute 50 
per cent of the tax revenue. Indirect taxes have their 
own limitations and cause inflation as their effect 
falls on the consumers. (see Table 16.6) 

Beside the factors cited above, the huge parallel 
economy, estimated at more than half that of the 
country’s GNP, is almost completely outside the 
ambit of the fiscal operations of the regular economy 
and deprives the exchequer of huge revenue, it while 
latches on parasitically to the distribution/market 
and other facilities of the regular economy. Per 
capita income has increased substantially, but tax 
per capita has increased only nominally. 

The fiscal scene is dominated by rampant tax 
evasion and which is frighteningly apparent from 
the undocumented operations of the parallel 
economy and the ease with which regular business 
avoids the tax man. The magnitude of tax evasion 
can be gauged from the report of the NTRC which 
estimated the total tax income evaded in one year 
is Rs.50,763 million with the total quantum of 
black wealth amounting to Rs. 1,70,000 million. The 
failure of fiscal agencies to deal with this problem is 
apparent from the fact that the total tax collected by 
the Department of Income Tax in one year is just 
about 35 per cent of the (potential) amount that 
could have been brought in as revenue. 

Our taxation structure has successfully resisted 

-diversification and restructuring. Direct taxes have 





only three major sub-head, i.e. income tax. Income 
tax is further classified into tax on salaries, income 
from house property, income from business or 
profession and capital gains. 


Table 16.11 Indirect Taxes 


(Rupees billion} 
a Rnces tony 


7 
Year pantie sold Customs nee 

. Taxes 
—— 
1996-97 55 56 BE 197 
1997-95 62 54 78 191 
1998-99 61 72 65 198 
1999-2000 56 WH? 62 235 
2000-2001 53 166 65 284 
2005-2006 55 295 138 488 
2006-2007 72 309 132 513 
2007-2008 142 377 151 620 
2008-2009 118 452 146 718 
2009-2010 125 516 160 801 
2010-2011 137 633 185 955 
2011-2012 (B) 140 852 215 1207 


ee 

Sources: Pakistan Economic Survey 1999-2000, Table 5.2, 
p. 60; 2000-2001; and 2001-2002, Table 52, p. 62; 
2005-2006, ibid., Table 4.1, p. 43 (Statisticat Appendix). 
Pakistan Economic Survey 2008-09, Table 4.2, p. 58 and 
Budget Documents for 2009-2010, released on 13 June 
2009 and Pakistan Economic Survey 2011-2012, Table 
4.2, p. 56. 


DEFICIT FINANCING IN PAKISTAN 


Deficit financing in Pakistan is very high and is 

exercised without any limit. It comes from the 

following five sources: 

. Printing new notes. 

. Borrowing from people. 

- Foreign loans, aid and grants. 

. Using previous balances. 

- Borrowing from banks including the State 
Bank of Pakistan (SBP). 


wn & w he 


Very little information is available in published 
government documents on the extent of deficit 
financing or even the definition used to estimate its 
size. Dr. Mahboobul Haq (in an article published 
in 1960) gave the following two definitions: (i) net 
borrowings by the government from the banking 
system which includes the SBP and commercial 





| banks but excludes non-banking institutions 


and individuals and (ii) net borrowings by the 


government from the SBP only. The first definition 


seems to be used by the SBP, the Planning Com- 
mission and the Ministry of Finance. 

But the problem of definition does not end here. 
public debt held by the banking system leads to the 
net creation of new spending power and, therefore, 
constitutes deficit financing but only if it does not 
affect the system’s lending to non-government 
borrowers, i.e., money is lent to the government out 
of idle balances of the banks which would have been 
held if the government had not borrowed them. This 
makes a correct estimation of deficit hnance even 

e difficult. 

“e inflation is said to be caused by the 
government, the government is embarrassed to 
release information regarding deficit financing. The 
urge for secrecy about deficit finance is unnecessary. 

It is true that the government is generally held 
responsible for causing inflationary pressures 
by resorting to deficit finance, but it should be 
remembered that inflation is not caused by expansion 
in money supply alone. As Dr. Haq pointed out that 
in 1954-55, despite a rise of 8 per cent in money 
supply, the price level fell and, on the contrary, in 
1988-89, prices rose by 10 per cent, although the 
money supply increased by 4 per cent only. 

Deficit financing is a sound and necessary 
instrument of government finance and its role, its 
desirability and limitations of its use in mobilizing 
revenue, must be properly analyzed in the context 
of its broad implications on the economy and 
compared to the adequacy of other techniques of 
resource mobilization. It should also be recognized 
that its effect on the economy is somewhat 
indiscriminate and the ease with which it can be 
employed always carries the chance of its abuse in 
the hands of a hard pressed government. But in the 
absence of open discussion and the non-availability 
of authentic information on this issue only deprives 
the government and professional economists of the 
Opportunity to make proper appraisal of the role of 
deficit fnancing which could enable policymakers 
to see it as a potent policy instrument rather than 
a last resort for financing development and non- 

development expenditures. | 

It was provided in the Third Five Year Plan that 
there will be no deficit finance during the Plan, 
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but the government had to revise the plan. In the 
Fourth Five Year Plan there were annual plans and 
major upsets in the economy. In Fifth and Sixth Five 
Year Plans, though there were very large amounts of 
foreign remittances coming from Middle East, yet 
there was no remarkable reduction in deficit finance. 
There are discussions about restricting budget deficit 
as a stipulated percentage of GDP. 


Provincial Budgets 


The major source of receipt by provincial budgets is 
their share in federal taxes. The overall position of 
all the four provinces is given in Table 16.6. 

The deficit was met through external borrowing 
and domestic borrowing (non-bank borrowing and 
bank borrowing). 


INCOME TAX 


New Income Tax Law 


A new Income Tax Ordinance was promulgated with 
effect from 1 July 2002, aiming at the simplification 
of assessment procedure and enabling taxpayers to 
comply with its provisions. The following are the 
salient feature of this new law: 


« Instead of income-tax officer, the taxpayer will 
determine his taxable income and tax liability. 

« Self-assessment procedure will be followed for 
all classes of taxpayers, irrespective of their 
status, location or income level. 

« Besides, achieving uniformity of tax-rates and 
tax treatment, reducing dependency on with- 
holding taxes, encouraging voluntary compli- 
ance, minimizing exemptions and ensuring 
an effective dispute resolution are some of the 
objectives of the income tax law. 


Based on Finance Act, 2012, income tax rates 
applicable for assessment year 2013 are as 
under: 


1) Individuals 

~ Non salaried 5 brackets (10 per cent-25 per cent) 
- Salaried 5 brackets (5 per cent-20 per cent) 

- Exempt: Upto Rs. 4.00 lac 
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ee 
2) Companies cent, NWFP 13.39 per cent and Balochistan 3,9¢ FEDERAL BUDGET 2012-2013 
Public, private & banking companies 35 percent __ per cent. Sales Tax was retained as a Federal |e 
Small companies 25 percent Sindh demanded that the Sales Tax should ua An abridged summary of the Pakistan Federal Budget for 2012-2013 (Revenue and ADP) is as under: 


provincialized but this demand was not acceded to, 


3) Dividends received by al] taxpayers 10 Table 16.13 Statistical Analysis of Pakistan Federal Revenue Budget 2002-2013 


per cent & 20 per cent on banking company 2nd NFC Award (1979) 


Master Chart 

from its assets management company. No meeting of the National Finance Commis. —___—$— lion As S”*~S~«s cet 
sion was held and consequently no award was Pe 

4) Property Income announced, Needed 2,612 a1 

1. Current Expenditure : 591 19 

_ ADP: 2012-2013 anes —= 

- Rs 150.000/- Exempt 3rd NFC Award (1985) ° 3,203 100 

- Rates: > per cent-10 per cent Nine meetings were held in three years and no aval 1.775 51 

award was announced as National Finance Com- Nett esate hevenue 1,428" 49 

; ° are ay Shortfall a — 

5) Capital Gains mission were unable to finalize it. 3,203 100 

Peat | 

- Withholding period less than six months: 4th NFC Award (1990) Financing Pattern Ag4 34 

10 per cent Based on population (1981 census). 1. Capita! Receipts (Net) 478 34 

- More than six months but Jess than: 08 per cent : setae denies 366 a7 

Sth NFC Award (1997) 4, Changes in Provincial Surplus = eee 

NFC Awards This award was announced in February 1997. 1,428" pads 
Under Article 160 of the Constitution of Pakistan, TG I 

stan, 6th NEC Award 


the President is required to set up the National 
Finance Commission for giving an award for The government under General Musharraf had 


istributi i izi f Revenue Budget 
distribution to the provinces out of a divisible pool. been in search of evolving a formula for finalizing | 


Revenue Budget 





; nt 
the 6th NFC Award. Currently, the previous award Particulars commie li 
. : Sone ne 3 
Summary of previous awards is as under: ie coun soe sur of Here te hulagkes * Current Revenue 1872" 49 
allocated for transfer to provinces during 2005-06. 1. Indirect Taxes 
The provinci re to 
Ist NEC Award (1974) oh aban sangeet sal arson Compaction 
; ne eee raise financial s T 
The ist National Finance Commission distributed the existing 37 ay t . ply Ing ay fe the | Sales Tax 
j in ; : [ 
national resources on the basis of population with divisibl b ee a an i P ze Ss i levy . Custom Duties 
Punjab’s share of 60.25 per cent, Sindh 22.50 per aia aed ae i a fl Redecat Excise 
4 Others (Petroleum Levy) 
Table 16.12 Transfers of Provisions (NET) (Rupees Billion) 29 
2003-04 2004-05 2008-06 2006-07 2007-08 2008-09 (8) 2. Direct Taxes —— a 
2,504 
7 22 
Divisible Pool 176.4 204.8 244.6 320.6 991.3 505.7 3. Non-Tax Revenue _ 790 pase 
Straight Transfer 38.5 40.5 56.8 70.3 659 62.6 3,234 eum 
Special Grants/Subventions 32.8 35,3 63.5 29.3 33.9 38.2 4. Less: Transfer to Provinces cial 
Project Aid 5 
12.9 15.5 17.5 16.8 19.1 25 hist roderakeeuenue 1.775 
Agriculture Sector Loan-ll 12 1.4 2.8 2.6 1.1 0 
Japanese Grant 0.1 0.1 0.1 0.1 0.04 a1 Current Expenditure 1,142 44 
; = een = = ae — 1. Debt Servicing 545 21 
Total Transfer to Province 264.7 297.6 385.2 439.7 510.8 692.1 2. Delence 404 15 
—_ 3. Gost of Running Government 412 12 
Interest Payment 26.9 24.3 216 18 19.9 {7 4. Grants and transfer to Provinces 209 08 
5. Subsidies ecco — 
Loan Repayment 2 
nay 14.8 28.7 14.7 40.2 25.4 16 2.612 _100 
Transfer to Province (Net) 226 244.6 348.9 381.5 465.6 598.9 Less: Defect in Revenue Budget Bil 
as — ss Byes eds —— 1.775 


"Source: Pakistan Economic Survey 2008~09, Table 4,9, p. 65. 


344 THE ECONOMY OF PAKISTAN 


Annual Development Plan 20712-2013 


Particulars cress 
Development Expenditure 


1. Federal Govt. 


(Departments, Corporates, Special Programmes, 


Special Areas and ERRA*) 
2. Other Development Expenditure 
3. Provincial Governments 


Financing Pattern 
1. Bank Borrowings 
2. External Receipts 
3. Estimated Provincia! Surplus 
4. Net Internal Resources 


Break up of Internal Resources 


t. Deficit in Revenue Budget for 2012-2013 
2. Less: Net Capital Aeceipts 


*Earthquake Rehabilitation & Reconstruction Authority 
Source. Computed From: Budget Documents for 2012-2013 
June 2012. 


on petroleum in the forthcoming 6th NFC Award 

till 27 June 2004. Efforts were still continuing for 

evolving consensus for the above distribution from 

centre to federating units. However, these efforts did 

not succeed, Consequently the President of Pakistan 

promulgated Distribution of Revenues and Grants- 

in-Aid (Amendments) Order, 2006. Salient features 

of this order are given below: 

1. This amended the Distribution of Revenues and 
Grants-in-aid (Amendment) Order, 1997, 

2. it will come into force on 1 July 2006. 

3. Articles 3, 4 and 7 of Presidential Order (PO) 
No, 1 of 1997 are substituted as under. 


Article No. 3 


Distribution of Revenues, (1) In each financial year, 
the Provincial Governments shall be assigned : 
share equal to the percentage of the net proceeds of 
thé following taxes and duties levied and collected 


by the Federal Government in that year as specified 
in clause (2): 


a. Taxes on income; 

b, Wealth tax; 

c. Capital value tax; 

d. Taxes on sales and purchases; 


Biltion Fis. per cent 
360 61 
154 26 

77 13 
591 100 
494 62 
386 65 

80 14 

(359°) (61) 
591 100 
837 

(478) 

(359°) 


, issued by the Ministry of Finance, Government of Pakistan, Istamabad, 01 


. Sales tax on services (CE mode); 
- Export duties on cotton; 
. Customs-duties; 
. Federal excise duties excluding the excise duty 
on gas charged at well-head; 
i. Any other tax which may be levied by the 
Federal Government. 
(2) The percentage share of the provinces form the 


net proceeds of taxes and duties in each year shall 
be as under: 


= 932 = fb 


Financial year Percentage share 


2006-07 41,50 per cent 
2007-08 42.50 per cent 
2008-09 43.75 per cent 
2009-10 45.00 per cent 
2010-11 and onward 42.25 per cent 


Article No. 4 


Allocation of shares to the Provincial Governments. 
(1} Out of the sum assigned to the Provincial 
Governments under Article 3, an amount equal 
to the net proceeds of 1/6 of Sales Tax shall be 
distributed among the provinces at the following 
ratio and the Provincial Governments shall further 


———errr 









transfer the whole of such amounts to the District 
governments and Cantonment Boards without 
retaining any part thereof: 





% 
The Punjab 50.00 
Sindh 34.85 
The North-West Frontier Province 9,93 
Balochistan 5,22 
Total 100.00 





(2) The balance shall be distributed amongst the 
provinces on the basis of their respective population 
in the percentage specified against each: 





% 
The Punjab 57.36 
Sindh 23.71 
The North-West Frontier Province 13.82 
Balochistan 5.11 
Total 100.00. 
Article No. 7 


Grants-in-Aid to the Provinces. Upon the Federal 
Consolidated Fund each year, a sum of Rs. 27,750 
million shall be charged as grants-in-aid of the 
revenues of the provinces to be distributed amongst 
the provinces as per ratio specified against each 
province, namely: 





Province Amount % 
The Punjab ll 
Sindh 21 
The North-West Frontier Province 35 
Balochistan 33 
Total 100 





4. The grant-in-aid will be increased annually in 
line with the growth of net proceeds of divisible 
taxes for each year. 

5. With the arrangements contained in Articles 
3 and 7, the overall provincial share in the net 
divisible pool would not be less than 45 per cent 
in the first financial year and 50 per cent in the last 
financial year. 
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The present democratic government is trying to 
evolve consensus for the announcement of 7th NFC 
Award and it is expected to be announced before 
end of 2009. 


7TH NATIONAL FINANCE COMMISSION 
(NFC) AWARD 2009 


The above Award was announced towards the end 
of December 2009. Following are the salient features 
of the Award which has been approved by the 
President of Pakistan. 

1) The Provincial share of the divisible pool in the 
vertical distribution has been increased from 
47,5 per cent to 56 per cent in the first year 
of Award and 57.5 per cent for the remaining 
years, 

2) The single point population based criterion has 
been replaced with Four Point Multiple criteria. 

3) The Provinces have to collect Sales Tax on 
Services on their own. 

4) In the above Award, the share of Province of 
Punjab in the divisible pool has been increased 
from Rs.419 billion to Rs.471 billion in the 
first year of the Award. It would be increased 
to Rs.938 billion in the remaining four years 
of the above Award. The share of Sindh has 
been enhanced from Rs. 197 billion to Rs. 223 
billion in the first year of the above Award and 
it would be increased to Rs. 445 billion in the 
remaining years of the above Award. Similarly, 
the NWEP share in the divisible pool has also 
been increased from Rs. 118 billion to Rs. 133 
billion in the first year of the and it would be 
increased to Rs.265 billion in the remaining 
years of the Award. Balochistan will be able to 
get increase from Rs. 53 billion to Rs. 83 billion 

in the first year of the Award while it would be 
able to get increased amount of Rs. 165 billion 
in the remaining four years. 

5) Divisible pool will be increased by the Federal 
Government through making effort for the 
enhancement of Tax Net and Tax Revenue and 
also by reducing collection charged from 5 per 
cent to | per cent. 

In case of any shortfall, the Federal Government 

will fill the gap from its own resources. 
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7) The Province of Sindh will receive an additional 
amount of Rs.6.0 billion from the Federal 
government. 

8) The multiple indicators and their respective 
weights are as agreed upon are given in Table 
16.10. 


Asa back drop to future announcement of 7th NFC 
Award, the data available in respect of transfers to 
provinces by the Federal Government are given in 
Table 16.8, 


Table 16.14 Multiple Indicators for 7th Nationa! Finance 
Commission Award 





indicators Weight % 
Population 62 
Poverty Bsckwardness 10.3 
Rlavenue Collection/Generation 5 
Inverse Population (IPD) 2.7 
100 





Based on the total’ exercise conducted in the 
announcement of the above Award, the final 
percentages of the share of each Province will be as 
under: (Also see Table 16.10). 


Table 16.15 Final Percentages/Share of Provinces in 
7th NFC Award 








Province Share % 
Punjab 51.7 
Sindh 24.55 
NWFP 14.62 
Baluchistan 9.09 
100 
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Manpower Planning 


MANPOWER DEVELOPMENT 
AND PLANNING 


Pakistan has been confronted with a population 
explosion characterized by a high growth rate of 
around 3 per cent per annum. A high dependency 
ratio with very low labour force participation rate 
of 29.6 per cent, with the female population, having 
low literacy rate and skills and the technological 
base being very poor. There is abundant labour 
force in rural areas as well as urban informal areas, 
thus creating high underemployment and open 
employment. 

With this background, Pakistan has completed 
its eight Five Year Development Plans. In all these 
Plans, Pakistan’s policy has remained growth 
oriented, except for the period of 1970-77. The 
generation of employment and distribution of 
income was given secondary importance. The 
generation of employment and income distribution 
has been a fall out of the growth of output. In the 
First Five Year Plan and early 1950s, the growth 
Strategy was pursued through import substitution 
industrialization. This, on one hand, amounted to 
the neglect of agriculture sector and disincentive 
for exports. While on the other hand, it had adverse 
implications on the growth of employment and 
income distribution. Moreover, because of the 
€mphasis on adhocism and promotion of projects 
With small gestation periods, human capital 
activities such as housing, education, health and 
Nutrition received very little attention. Even though 
Pakistan's development strategy over the last 57 years 
has remained somewhat unchanged, important 
differences are observed in the strategies pursued in 
different time periods. From 1947-55, no attention 
Was given to manpower planning. While growth was 


_ the major object in the first three economic plans, 


income distribution and employment generation 
was emphasized only in the seventies. Similarly, no 
subsidies were allowed to exports in the 1950s. The 
bias against the exports was reduced in the sixties, 
through subsidies and several other promotion 
activities. Moreover, small industries remained in 
neglect since 1972, but became major contributors 
in the employment generation. In recent years, 
some schemes have been undertaken to increase 
employment and income distribution, like privatiza- 
tion, self employment, transport scheme and several 
steps have been taken to increase the technical 
education to make the labour force more productive 
and meet the shortage of skilled labour force. 


STRATEGY OF MANPOWER 
DEVELOPMENT BEFORE PLANNING 


At the time of independence, there was no formal 
manpower planning. There was only a manpower 
and employment department at the centre, which 
was created to look after special manpower needs 
during the Second World War and rehabilitation 
of demobilized defence personnel thereafter. A 
country-wide manpower survey was conducted in 
1955. A small section in the Planning Commission, 
which was created in 1953, was responsible for 
coordination of manpower information and its use 
in the preparation of manpower and employment 
programmes for the plan. 


Development Strategy— 
First Five Year Plan (1955-60) 


In the First Five Year Plan (1955-60), emphasis was 
laid on the industrial development through export 
substitution and less importance was given to the 
manpower planning and agriculture production. 
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This shows that the policy for the first plan was 
industrialization at any cost. 

Employment was to be a by-product of growth 
and in order to improve the lot of workers it aimed 
at equalization of the bargaining power of workers 
and employees, The strategy to improve their 
condition consisted of: 

1. Establishment of six more employment ex- 

changes for meeting the needs of workers. 

De Establishment of different vocational institutes 
for training of labour force. 

3. A minimum wage legislation was enacted, 
in order to avoid the exploitation of the 
industrial workers and tenants. 

4, Improvement of factory inspection to prevent 
ill-treatment of workers. 

5. Support of trade unions and collective bar- 
gaining. 

6. Provision of training in industrial relations. 


The strategy of the First Five Year Plan met with 
success and the economy achieved a very high 
growth rate in industrialization, i.e. 15.4 per cent 
per annum. However, this strategy led to a decline 
of per capita output. Similarly, the growth of 
employment was constrained and wages declined 
from Rs. 1,251 in 1955 to Rs. 1,187 in 1960. Employ- 
ment increased to 81.4 per cent whereas the rate 
of increase of output was 307.6 per cent. Inspite 
of the encouragement given to the labour unions 
the extent of labour covered by the labour unions 
declined from 40.8 per cent in 1950 to only 29.7 
per cent in 1960, which shows clearly the failure of 
the First Plan in achieving its targets and only 3 per 
cent of the actual amount allocated for manpower 
planning was spent. 


Development Strategy— 
Second Five Year Plan (1960-65) 


The Second Five Year Plan was a major effort by the 
Planning Commission and for the first time since 
the independence the Commission managed to 
address its pressing problems and due consideration 
was given to the issues which were neglected in 
the First Five Year Plan. A basic change in the 
growth strategy was introduced. Disincentives 
to agriculture were reduced, and incentives were 
introduced to increase the growth of agriculture 


sector. Exports were also given importance in th 
context of planning. The private sector was firth 
encouraged. Moreover, the concern for employme® 
and income distribution gave way to growth on th 
argument that these two objectives are best realiost 
through higher growth of output. The employment 
strategy consisted of: 

I, Creating one million jobs for the unemployed 

2. Training unskilled workers in response " 
market demand. 

3. Mobilizing trained and skilled workers in the 
country. 

4. Collection of manpower information for 
planning. 

2. A National Manpower Council was recom- 
mended to serve as a body to evolve a broad 
national manpower programme. 

6, The establishment of a National Training 
Board was recommended to fulfill the growing 
needs of technical and skilled manpower. 
It was also decided that the Board reviews 
training programmes with a view to changing 
conditions, 

7, Labour standards and administration would 
oversee the implementation of physical 
standards at work places, sanitation and 
health, and the eradication of child labour. 

8. Improving the conditions of wage-earners 
requires better wages and regularity of work. 
Certain measures were also proposed in the 
plan to review the social security conditions 
such as social insurance, provident fund. 
Maternity benefits were to be introduced. 

9. Encouragement of labour unions was also 
one of the major developments of the Plan. 
The estimated cost of the programme was 
Rs, 26.4 million of which Rs. 10.6 million was 
earmarked for development expenditure. 


In the Second Five Year Plan, employment in the 
agriculture sector grew with the rate of population. 
The increase in employment was also due to Rural 
Works Programme. Employment in the large-scalé 
manufacturing sector was constrained. Employment 
grew only by 14.4 per cent compared to the 118 pef 
cent growth in the output, 

Though the second plan was an improved effort, 
although it was lacking, as it failed to assess the 
sector-wise employment potential. The approach 





was more integrated but lacking in comprehensive- 


ness. Due to excessive emphasis on the minimum 
wage principle it could not be implemented in all 
sectors of the economy. 


Development Strategy— 
Third Five Year Plan (1965-70) 


The Third Five Year Plan went a step further 
in assigning (i) sector-wise employment and 
manpower requirement, (ii) perspective labour 
force projection up to 1985 and (iii) the skilled 
requirements for the economy in greater details. 

The Third Plan faced the employment problem 
squarely. By recognizing that 20 per cent of workers 
were either unemployed or underemployed, the plan 
pointed to the need of labour-intensive production 
techniques. However, while admitting that the 
country did not have the capability for producing 
labour-intensive machines itself, it envisaged the 
creation of more jobs through growth of agriculture 
output and increased allocation of resources to rural 
and urban workers programmes. 

The Third Five Year Plan also aimed at creating 
2.5 million jobs compared to the estimated increase 
of 1.6 million in labour force. The new jobs to 
be created were distributed among the following 
sectors (see Table 17.1): 


Table 17.1. Employment in the Third Five Year Plan 


Sector Allocation (Millions) 
Agriculture 1.14 
Manufacturing 0.46 
Construction 0.28 
Workers programme 0.07 
Trade and Services 0.55 
Total (approximately) 2.50 


Source. Calculated from the Third Five Year Plan. Karachi: 
Planning Commission, Government of Pakistan. 


While the growth of agriculture output was 
estimated to be 0.3 per cent in the Third Five Year 
Plan, it could provide additional employment to 
Only 0.33 million against an anticipated figure of 
1.14 million jobs in agriculture sector. The target 
set for the manufacturing sector was achieved. The 
large-scale manufacturing sector could only create 
35.4 thousand jobs against an expected 255,000 
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jobs. Overall increase in employment over the Plan 
period was 1.28 million compared to the planned 
generation of 2.50 million jobs and expected 
increase of 1.6 million entrants into the labour 
force. 

The Third Plan contained a manpower 
programme which included skill development, 
vocational guidance and employment guidance, 
optimum utilization of skilled manpower and 
enforcement of statutory and welfare measures for 
workers. However, the plan achieved only limited 
success because these programmes were not backed 
by adequate financial allocation. 

The Plan also envisaged a two-pronged strategy 
for wages, viz. establishing minimum wages for the 
large-scale manufacturing sector and providing 
guidelines for wages based on productivity. 
However, during this period, real wages declined 
from Rs. 1,371 in 1964-65 to Rs. 1,194 in 1968-69, 
rising only to Rs. 1,346 in 1969-70." 


Development Strategy— 
Fourth Five Year Plan (1970-75) 


The Fourth Five Year Plan (1970-75), in addition to 
generating the requisite information for manpower 
planning, recommended for the first time the 
need for integration of manpower planning and 
economic planning. A development strategy 
emphasizing income distribution and employment 
was persued in the seventies. In order to improve 
well being of masses and labours three important 
measures were taken during this period. These 
included a subsidy on wages and goods, especially 
food products, increase in the wages of workers and 
the introduction of labour. A number of incentives 
were given for the promotion of employment in 
the agriculture and industrial sector. New and 
comprehensive rural and urban development 
programmes were introduced with improvements 
and new programmes for employment opportunity. 
Education and training programmes were also 
introduced in order to train the growing labour 
force and enable them to make a better contribution 
to the economy of the country. 
The following objectives were set in the Fourth 
Five Year Plan to improve the conditions for the 
labour force and services in the country: 


Rg 
l. Rashid Amjad and Viqar Ahmad (1984). Management of Pakistan Economy. Karachi: Oxford University Press. 
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1. To expand facilities and improve the method 
used to train skilled manpower. 
2. To provide equal opportunities for skilled 
citizens. 
3. Creation of employment. 
4, To promote employment for women and 
eliminate child labour. 
5. 1 start a programme of employment counsel- 
ing. 
6. To create balance of power between employers 
and employees. 
7. To ensure safety and securi 
rity of labou 
both on and off the job. y a 
8. To improve the living standard for the labour 
force. 
9. To develop more reliable statistics, information 
and studies on different aspects of training, 
labour manpower and employment. 


A provision of Rs.140 millio 
n was made fe 
Sohal in the public sector. ai 
e policies and objectives undertaken i 
en in the 
Fourth Five Year Plan could not be achieved due to 
political unrest and policy of adhocism. The Plan 


was not given any importance and the peri 
eriod d 
1970 to 1978 was a non-plan era. ° iin 


Development Strategy— 
Fifth Five Year Plan (1978-83) 


The manpower division of Government of Pakistan 
prepared a Fifth Five Year Plan after an overall 
manpower plan had been finalized. The employment 
strategy of fifth plan consisted of not only creatin 
new jobs for additional entrants to the Ebaus 
force but also reducing seasonal employment and 
providing relief from low productivity employment 
Moreover, it aimed to remove shortage of skilled 
and semi-skilled workers and designed programmes 
for specific targets groups such as educated 
unemployed both men and women. The Plan 
expected that agriculture rural development and 
the social sector would take the lead in the creation 
of a sufficient number of jobs. However, because of 
shortage of allocation for the social sector by 50 per 
cent job creation was limited because of a critical 
shortage of skilled and semi-skilled manpower due 
to migration. The Fifth Five Year Plan included 
é skill development programme. It provided a 


comprehensive framework for the d 
evelopm 
of skilled manpower through a Federal Training 


Board to formulate vocational training, policies 
standards, a federal training and staff develo ani 
institute and a network of training pale 
provinces of the country to cope with the gro . 
demand for skilled manpower. _— 
It is interesting to note that real wages per day 
of unskilled labour fell from Rs. 8.2 in 1977-78 
to Rs. 7.3 in 1982-83. The discrepancy in th 
trend in wages seemed to have been caused by 
excessive migration from the rural to urban fem 
and overseas. This might have caused the relative 
shortage of labour in the rural areas thus pushin 
the wage rate up in the rural areas while keeping 
wages down in the informal urban sector. F 


Development Strategy— 
Sixth Five Year Plan (1983-88) 


ba ah -_ Year Plan envisaged the creation of 
million additi 
through onal jobs over a five year period 
1. Greater stress upon small farm strategy: (a) 
larger provision of credit to small farmers and 
(b) introducing small tractors and technology 
suitable for small farms. 
2 Incentives for rapid expansion of small-scale 
units particularly agro-based industry. 
. Rural works programme. 
. Vocational training, 


. Development of appropriate technology. 

: Income policy aimed at increased wage in line 
with increase in real productivity and partial 
indexation with inflation. 


Ou dt w 


The Sixth Five Year Plan rightly pointed out that 
the employment situation might further deteriorate 
because (a) possible fall in net migration; (b) increase 
in female participation rate; (c) transformation of 
subsistence agriculture to commercial agricultutés 
(d) capital intensive investment; and (e) reduced rele 
of public sector. 

‘The Sixth Five Year Plan projected a net 
migration of 550,000 workers over five years. 

During the first three years, growth of output 
had exceeded the target and as such employment 
generation would have exceeded the projected 
employment. The mechanism of agriculturé 
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was slow and only 27,000 tractors per year had 
been acquired in the first three years of the plan 
compared to the proposed estimate of 50,000 


tractors per year. 


Development Strategy— 
Seventh Five Year Plan (1988-93) 


The Seventh Five Year Plan began in July 1988. It 
was estimated that the labour force will increase 
from 31 million to 36.1 million in 1993 and 34.1 
million people will be given employment through 
yarious schemes. Table 17.2 shows the strategy and 
targeted growth of employment during the Seventh 
Five Year Plan. 


Table 17.2. Employment Generation in the Seventh Five 


Year Plan 
(million additional jobs) 
Sub-Sector Jobs 
1. Employment increase associated with 
6.5 per cent growth in GDP 4.20 
2, Programme for rehabilitation of return migrants 0.35 


4. Additional employment generation with 
10-point employment strategy: 
— Additional employment cue to industria! 
promotion policies and emphasis on use 


af local angineering goods 0.15 
- Small-scale indusiry 0.55 
— Self employment promotion scheme 0.15 
— Skil generation programmes 0.20 
- Rural employment policies 0.20 
— Others including the employment effect of 

promoting construction and consultancy service 0.3 
Total 6.1 


———E— aa 
Source. Planning Gommission, Seventh Five Year Plan (1988-93), 


Islamabad: Government of Pakistan, Pp. 92. 


A ten point strategy was announced during the 
1990s to generate employment in the country and 
is reproduced below: 

1. A new industrial policy was announced 
for opening new areas of industrialization, 
with no limit or restriction on setting up 
industries within and around the cities. 
A tax holiday presently allowed to new 
industries in backward areas, and industrial 
inputs would be subsidized or given other 
incentives. A 25 per cent relief in import 
duty and sales tax for industries located 
at a distance from municipal limits was 
proposed. Private investment banks would 


Pel 
a 


also be set up and consideration would 
be given to the introduction of private 
commercial banks. 
There shall be greater focus on small-scale 
‘ndustries. A liberal credit scheme would be 
launched to expand small industries through 
a special line of credit from international 
financial institutions. The institutional base 
for planning and promotion of small-scale 
industry would be strengthened. 
Self-employment will be emphasized. Skilled 
persons would be able to borrow money from 
the banks to establish their business. For this 
purpose, a Youth Investment Promotion 
Society (YIPS) was set up for the educated 
unemployed. This programme included 
a training programme involving 20,000 
persons in small business management. 
Skill formation will be emphasized. 
Additional 92 vocational and technical 
institutions will be established during the 
Seventh Five Year Plan to double the intake 
of students. Graduates from engineering and 
technical institutions will be given one-year 
on-the-job training. The trainees would be 
given stipends and half the costs of this 
one-year programme will be met by the 
respective industry and the other half by the 
government. 
in order to create more jobs the construction 
industry will be encouraged. Housing 
construction should be expanded as it 
encourages an area of economic activity 
which is highly labour-intensive. A toll based 
programme for the construction of roads 
would be undertaken. The private sector 
would be allowed to construct roads where 
such demand exists. 
Water and Power Development Authority 
(WAPDA) and the Telegraph and Telephone 
(T&T) Department and other public sector 
agencies would be encouraged to purchase 
locally fabricated engineering goods. The 
government and public sector agencies 
would have to apply for a No Objection 
Certificate (NOC) for importing equipment 
and machinery which is also locally 
manufactured. To end the dependence on 
foreign consultants, a National Consultancy 
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Policy would be framed which is expected to 
utilize the services of our own experts and to 
expand the domestic technological expertise. 

7. Avenues for rural employment will be 
encouraged by making liberal provisions for 
loans to agro-industries. Local bodies will be 
given additional powers as well as resources 
for improving rural. employment oppor- 
tunities. The provincial governments have 
indicated their desire to establish special area 
development authorities for selected areas 
and expected to generate additional employ- 
ment. 

8. The labour policy would be rationalized to 
make optimum use of the existing labour 
force to control the cost of production and 
to ensure labour discipline. 

9. Financial institutions would be directed to 
take into account the potential of projects for 
creation of job opportunities to while giving 
loans to the projects. While approving public 
sector development projects, due weight will 
be given to the employment aspect along 
with other indicators of economic viability. 
Sponsors would be asked to provide alternate 
technology options for greater employment. 

10. A human resource development fund would 

be established with an initial allocation 
of Rs. 500 million at the beginning of the 
Seventh Five Year Plan. This would be 
increased to Rs. 2 billion over the Seventh 
Five Year Plan period. This fund will be used 
to upgrade the quality of the labour force 
in collaboration with the private sector and 
in the light of the recommendations of the 
National Manpower Commission. The utili- 
zation from this fund would be authorized 
by a special high-powered board. 


During the Seventh Five Year Plan allocation of 
Rs, 2,560 million for the projects and programmes 
in the labour and manpower sector. Of this, 
Rs, 1,580 million were for the ongoing programmes, 
the major one being the National Vocational 
Training Project for which an allocation of Rs. 1,472 
million had been made. Rs.980 million were 
earmarked for new projects. This was mainly to set 
up 50 additional training institutes. 


Eighth Five Year Plan (1993-1998): 


There was no specific chapter on Manpower 

Planning included in the Eighth Five Year Plan. 

However, under sectorial target relating to social 

sector in respect of education and training, the 

following targets were announced: 

!) Breakthrough in primary participation rate: 
Boys from 85 per cent to 95 per cent 
Girls from 54 per cent to 82 per cent 

2) Increase literacy rate from 35 per cent to 47 per 
cent. 

3) Output of technicians to increase by 50 per cent 
from 85,000 to 127,000 per annum. 

4) Qualitative improvement in the education 
system. 


Ninth Five Year Plan (1998-2003): 


This Plan was never officially released. 


Till 2012 no new five year plan had been officially 
released, 


EMPLOYMENT AND WAGES 


Employment in Pakistan 


Broadly speaking, employment level in a country 
is an indicator of economic activity and hence 
a measure for the well being of the society. 
Technically, employment refers to that portion of 
labour force which is engaged in the production 
of goods and services. Directly or indirectly, the 
portfolio of government policies has a bearing on 
employment and for evaluation of these policies, it 
is necessary to note that not only the structure of 
the economy but also the resource position of the 
country. In this context, the following statements 
are worth noting: 

1. Nearly 68 per cent of the labour force of the 
country would be in the rural areas, 

2. There is a scarcity of skilled labour force which 
is necessary for development. 

3. In view of the large traditional sector and 
small modern sector, the self-employed and 
the unpaid family helpers dominate the 
employment scene. The dominance of agricul- 
ture represents a large demonetized sector and 
wage employment has only a limited sway. 





4. Natural and human resources have not been 
fully tapped with the result that productivity 
remains low. 


The population of Pakistan, which was growing at 
the rate of 2 per cent in 1951, had jumped to 3 per 
cent per annum during the intercensal period and 
this rate of population growth had continued ever 
since and according to Pakistan Econontic Survey 
1992-93, it was increasing at the rate of 3 per cent 
per annum. Similarly, the rate of growth of the 
labour force which was 3 per cent and the size of the 
labour force in 1999-2000 was 40 million of which 
28 million lived in the rural sector and 12 million 
lived in the urban areas. There was also a very high 
dependency rate because 45 per cent of the total 
population was below 15 years of age. 

The pattern of distribution of employed labour 
force was similar to those of total labour force 
including literacy status according to which over 
70 per cent of the total employed labour force was 
iliterate. Urban areas were better off as literacy 
rate in their case was round 55 per cent but the 
situation was rather depressing in the case of rural 
areas where 80 per cent of labour force was illiterate 
and where agriculture, manufacturing, and services 
are major sectors of employment. The occupational 
groups prominent in terms of employment are 
agriculture sector and production process workers 
with regard to distribution by employment status, 
the workers including family helpers account for 77 
per cent of the total. 

The labour force of 13 million is shared by the 
urban sector. The labour force in the rural areas 
is about 28 million. The labour force as compared 
to 36.13 million was employed and 2.31 million 
labour force according to Pakistan Economic 
Survey 1997-98 was unemployed. The pressure 
which was decreased on the internal employment 
exchange due to the migration of the labour force, 
has now shifted back again due to return of the 
large number of workers from the Middle East and 
Other countries. Open unemployment is mainly 
Perceived through the application of labour force 
Concept, and has been a problem in Pakistan. The 
incidence of this open unemployment is mainly 

Upon the educated youth with general education 
and having no employable skills. The real problem is 
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underemployment which is deep rooted. It specially 
permeates the agriculture sector in rural areas. 

The total number of employed labour force 
during 2011-12 had been estimated as 59 million. 
Other details are given in Table 17.3: 


Table 17.3. Population, Rural Urban Labour Force 


(Millions) 
Year Population Labour Force Urban Aural 
TD 
2000-2001 143 41 12 29 
2001-2002 146 41 12 29 
2002-2003 150 43, 14 29 
2003-2004 153 fa 14 30 
2004-2005 154 46 15 31 
2005-2006 157 47 15 32 
2006-2007 160 51 16 35 
2007-2008 162 51 16 35 
2008-2009 163 52 16 36 
2009-2010 177 57 -NA- -NA- 
2010-2011 181 58 -NA- -NA- 
2011-2012 (01 July)}-NA- -NA- -NA- -NA- 


pte hal eer Ana 

Source: Pakistan Economic Survey 2004-05: Stalistical Appendix, 
Islamabad: Government of Pakistan, Finance Division, 
Table 11.2, p. 94 and Table 11.1, p. 93 and Table 11.9, 
p. 100 and 2008, 2009, Statistical Appendix, Table 12.9 
(p. 99}, and Pakistan Economic Survey 2011-2012, 
Statistical Appendix Table 12.1, p. 101. 


Employment in Pakistan is dominated by the 
non-wage sector whereas employees constitute 
only about one fourth of total employment. Non- 
wage employment is mainly comprised of the 
self-employed and unpaid family helpers. Wage 
employment, on the other hand, is mainly urban 
based. As the drift of rural youth towards urban 
areas is increasing, so is the increase in the pressure 
on urban social services and the labour market. 

Sectoral distribution is shown in Table 17.4. 
We can see that agriculture is one of the major 
contributors and 44.65 per cent of the labour force 
was employed in the agriculture sector, during 2008. 

Based on the Pakistan Economic Survey 2011-1 2, 
the position of employed labour force by sectors is 
reproduced in Table 17.5. . 

Approximately 2.69 million people were un- 
employed in 2007-08. The unemployment rate in 
Pakistan was 5.02 per cent. According to a survey 
unemployed comprise all persons of ten years of 
age and above who were without work, and self 
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Table 17.4 Sectoral Distribution of Employed Labour Force ; (Millions) 
Sector 2000- 2001— 2002- 2003- 2004- 2006- 2007 2009- 2010- 2011- 
2001 2002 2003 2004 2005 2007 2008 2010 2011 e012 
Agriculture 18.47 16.68 17.03 16.18 18.60 43.61 44.65 44.96 45.05 -NA.- 
Mining and Manulacturing 4.40 5.51 5.63 5.83 5.86 13.54 12.99 13.34 13.80 - NA- 
Electricity and Gas 0.26 0.32 0.33 0.28 0.29 - NA - -NA- 0.80 0.48 -~NA- 
Construction 221 2.40 2.45 2.46 2.52 6.56 6.29 6.74 6.95 - NA- 
Transport 1.92 2.34 2.99 2.42 2.48 5.39 7.99 5.24 §.11 -NA- 
Trade §.15 §.89 601 6.25 6.39 16.47 13.76 16.28 16.15 -NA- 
Services 
Others 5.73 6.50 663 6.82 6.98 14.493 14.32 12.64 12.46 ~NA- 


Source: Pakistan Economic Survey 2004-2005 (Statistical Appendix), Table 11.16, p. 101, and 2008-2009, Table 12.10, p. 186. updated 
in a Table 12.11, p. 100 of Statistical Appendix and Pakistan Economic Survey 2011-2012, Table 12.11, p. 170. 


Table 17.56 Employed Labour Force by Sectors (Per cent Share) 








Sector 1997 2000 2004 2008 2009-10 2010-11 2011-12 
Agriculture 44,10 48.4 43.50 44.65 45.1 45.0 45.1 
Manutacturing including 
Mining and Quarrying 11.20 11.6 13.80 13.11 13.00 13.20 33.76 

Construction 6.80 5.8 5.83 6.29 6.6 6.7 7.0 
Wholesale and Retail Trade 14.60 13.5 14.80 14.62 16.50 16.30 16.2 
Transport §.70 5.0 5.73 5.46 5.2 5.2 5.1 
Community and Social Services 15.60 14.2 15.01 = 11.2 11.2 10.8 
Others (Electricity and Gas} 2.00 1.5 1.33 15.87 2.4 2.4 2.1 





Source: Pakistan Economic Survey 1999-2000, Table 13.15, p. 163, 2003-2004, Tabla 13.7, p. 139, 2004-2005, Table 11.12, p. 102 
and 2008-09, Table 12.11, p. 100, and Pakistan Economic Survey 2011-2012, Table 12.11, p. 170. 


Table 17.6 Unemployment Rates 


eS 





Unemployed Labour Unemployment 

Year iirc Force (Millions) Rate (per cent) 

eaion) Total Rural! Urban Tota! Aural Urban 
1995-96 125 1.88 1.16 0.72 5.37 4.80 6.90 
1996-97 128 2.26 1.33 0.94 5.93 5.02 7.98 
1997-98 132 
1998-99 135 
1999 136 3.08 1.92 1.18 7.82 6.94 9.92 
2000 139 
2001 142 3.46 2.15 1.31 8.27 7.55 9.60 
2002 145 
2003 148 3.50 2.08 1.41 7.69 6.74 9.70 
2004 151 
2006 157 3.10 1.84 1.26 6.20 §.95 8.04 
2007 160 2.68 1.64 1.04 5.32 4.72 6.66 
2009 166 2.69 1.70 0.99 5.20 4.31 6.52 
2009 170 2.93 1.76 1.17 5.5 47 71 
2010 174 3.12 1.89 1.23 5.6 48 72 
2011 177 3.40 1.85 1.55 6.0 4.7 65 


Sources: Pakistan Economic Survey 2004-2005 (Statistical Appendix), Islamabad: Government of Pakistan, Table 11.9, p. 100, and 
2006-09, Tables 12.2 (p. 180) and Table 12.14 (p. 188), and Pakistan Economic Survey 2011-2012, Table 12.15 & 12.16, P- UL 


employed community available for work. Details of 
unemployment are given in Table 17.6. 


Wages 


Studies on trends in wages and factors underlyiné 
them provide useful insight into the working ° 


‘ 
‘a 
he 
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Jabour market. However, because of non-availability 
of data for different types of workers, meaningful 
conclusion on the wages trend in Pakistan cannot 
be given. Moreover, in the absence of skilled index, 
the relationship of wages to various factors may 
have been grossly distorted. Similarly, the capital 
stock unadjusted for capacity utilization also affects 
the results. 

The wage structure of Pakistan is characterized 
by many decisions taken by the government. In this 
respect, in the First Five Year Plan, the government 
recommended the minimum wage bill but failed to 
implement it. Later, during the Second Five Year 
Plan, it was given a due consideration with little 
modification. In the other Five Year Plans, various 
improvements were made in order to improve the 
wage structure of Pakistan, e.g. benevolent fund, 
group insurance and other many reforms. 

Despite numerous government steps through the 
Five Year Plans, wages in Pakistan have gone through 
various vicissitudes, e.g. despite the steps taken 
by the Planning Commission, real wages instead 
of increasing, experienced decline in the period 
from 1954-63, whereas if we see these conclusions, 
including the other cash payment and fringe benefits 
the results will reverse and show an increase in 
wages from 1953-54 and 1954-70 period. 

On the basis of data relating to six manufacturing 
industries of Punjab, it was found that wages had 
increased in the period of 1972-80. Similar results 
were also drawn on the basis of the data taken from 
census of manufacturing industries. It was found 
that wages increased by 1.4 per cent from 1970-76 
and at rate of 7.6 per cent in the period 1976 to 
1981. Moreover, it was also found that wages also 
increased in agriculture sector during the period 
1974-1984 less than 1 per cent and the wages of 
the construction workers fell. Similarly, the wages 
of government workers have also fallen. 

Later it was found that wages in the agriculture 
Sector increased by 12 per cent in the period from 
1984 to 1989. Government intervention and trade 
unions are the major determining factor of wages 
in Pakistan. A study showed that there is a high 
Correlation between the wage fluctuation and 
trade unionization in the large manufacturing 
industries. 

This data should be used with caution because 
Of unreliability of wage data. No wage policy can be 


designed and implemented in the absence of reliable 
data and labour productivity estimates. 


EDUCATION AND 
SKILL DEVELOPMENT 


Education is a prerequisite for the development of 
any nation. Educational development has kept pace 
with progress in other areas. This is also one of the 
reasons for the productivity of our labour force. 
Moreover, skilled workers are very few in Pakistan. 
According to a study of ILO, jess than 1 per cent of 
people enter technical and educational institutions 
and training is weighed heavily towards traditional 
trades. On the basis of projection for demand and 
supply of technical staff it is estimated that about 2.6 
million job opportunities can be produced for the 
workers produced in these institutions. 

Skilled workers are being produced in the 
country through (i) the government institutional 
programmes, such as Pakistan Manpower Institute; 
(ii) apprenticeship programme; (iii) specialized 
training programmes being administered by various 
industrial establishments and (iv) through the non- 
formal system of Ustad Shagird. See Table 17.7. 


Table 17.7 Vocational Training (1987-88) 


Sector Annual Output 





institutional programme: 
(a) Output from 37 institutions which comprise 





National Vocational Training Centres 20,000 
(b) Output by 7 institutions of Punjab 1,250 
{c) Output from 6 recognized training institutions 

af the Overseas Pakistanis Foundation 3,200 
Apprenticeship programme administered by 500 

establishments 2,000 
Programme being administered by various 

establishments outside the apprenticeship 

programme 4,000 
Non-formal system 15,000 

Total: 45,450 
National Requirement 54,000 
Overseas Requirement 60,000 

Tota! 114,000 
Available 45,450 

Shortage 68,550 


———— ea 


Source: |qba!, M. Zafar (1983), Vocational Training in Pakistan. 
Pakistan Manpower Fieview, Volume IX, No. 2, p. G. 
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TRAINING PROVISIONS 
Training is provided at various levels: 


State Provided Training 


The National Training Board has been established 
to administer training and organizing skills at 
various levels. Provincial Training Boards have 
also been established under the Ministry of Labour 
and Manpower. The Board has been established 
as a result of statutory provision contained in the 
National Training Ordinance, 1980. The Board 
since its establishment has been able to identify 
the structure of the training and has implemented 
training to eradicate weaknesses from the system. 


In-service Training 


The government has also taken steps to recommend 
refresher courses at various levels for employed 
persons to improve their skills, update their 
knowledge and to fill the vacancies created through 
migration of workers. These plans are pursued 
through the following approaches: 
(i) Through in-plant advisory cell; 
(ii) Setting-up of training courses for senior 
company officials, training managers, etc. 
(iii) Introducing the employers to the function- 
ing of government training centre through 
constitution of employer based advisory 
committee at each centre. 


Apprenticeship Training 


The Apprenticeship Ordinance of 1962 covers all 
establishments employing more than 50 persons 
in the various industrial sectors. It is applicable to 
20 per cent of the persons in an apprentice trade. 
The training is governed through Apprenticeship 
Rule 1964. 

About 400 establishments have been notified but 
the programme is only being administered in about 
260 establishments and about 1200 apprentices are 
being trained. The duration of training is three 
years, during which the apprentice is paid 20 per 
cent of wages of skilled workers in the first year, 50 
per cent in the second and 75 per cent in the third 
year,’ 





1. Pakistan Manpower Review, 1983, Volume IX, No, 2, p. 8-10. 


Women's Training 


Both government and non-government organiza- 
tions have launched programmes in rural areas with 
the aim to improve women’s daily life in general 
and to impart skills to them. The centres are often 
referred to as multi-purpose centres, women’s clubs 
and health centres, vocational training institutes, 
etc. The skills taught to women in the rural areas 
are tailoring, dress making, knitting, crocheting, 
weaving, carpet making, embroidery, gob, basket 
making, doll making, food processing and child 
and health care. 

There is a programme of establishing 25 training 
cum production workshops for rural women. 


INSTITUTIONAL MECHANISM 
FOR EMPLOYMENT AND 
MANPOWER PLANNING 


A formal analysis of the labour force market and 
manpower started only after the establishment 
of a manpower wing at the federal level and in 
the provinces of Punjab and Sindh in 1974. The 
manpower division and other agencies have made 
an effort to collect specific manpower and employ- 
ment oriented data relating to various aspects 
including training, migration and the informal 
sector. 

The planning units of the manpower division 
are responsible for formulating manpower plans. 
The manpower division also undertakes training 
activities for labour. Similarly, the manpower cell 
in the Ministry of Planning reviews plans and 
programmes submitted by the Ministry of Labour 
and Manpower. The provincial governments of 
both Punjab and Sindh have manpower directorates 
which contribute to manpower planning. 

The Manpower Division has been created with 
a view to appraising, monitoring and evaluating 
alternative actions in the development and utiliza- 
tion of women’s resources and decision-making- 
Specifically, the tasks of the Manpower Division are: 

1. To review the programmes of labour force 

survey and other manpower surveys and 
to prepare sectoral estimates for manpowe! 
planning. 





Ind 


To develop programmes for raising level 
of employment and to channel surplus 
manpower into useful work. 

3. To study and appraise the government on a 
continuous and critical basis, the problem 
relating to labour management relationship 
trade, unionism safety and security, working 
conditions, labour legislation, labour policy, 
wages, bonus, labour productivity, etc. 

4. To develop and formulate plans and 
programmes in the field of labour and 
manpower. 

5. To assess at appropriate intervals and volume, 
distribution as well as demographic, economic 
and social characteristics of employed, un- 
employed and underemployed labour force. 

6, To examine the labour and manpower schemes 
and to evaluate the annual development 
programme and perspective plans. 

7. To liaise with statistical organizations for the 

improvement and manpower data. 


The manpower and employment section of the 
Planning Division has also been assigned very 
similar functions essentially because it is a counter- 
part of the Manpower Division. Its functions are: 

1. Preparation, processing and evaluation of 
plans/projects/schemes in the manpower 
sector. 

2. Formulation of annual plans and annual 
development plans within the framework of 
the national plan. 

3, Examination of manpower and labour sector 
in the development programme. 

4. Review and evaluation of the progress 
achieved in the implementation of the na- 
tional plan in consultation with appropriate 
authority. 

5. Monitoring the development projects of the 
federal ministries and provincial governments 
reparding manpower and employment. 

6. Identification of progress and bottlenecks 
and remedial measures in the manpower and 
labour sector. 


The Manpower and Labour Division and provincial 
directorates have worked hard in collecting 
data where gaps existed and imparted training 
through national training boards. However, they 
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failed completely in the labour market analysis. 
This is despite the fact that Pakistan Manpower 
Institute was also established in 1970s for this 
specific purpose. Even though the manpower 
plan corresponding to Fifth and Sixth Five Year 
Plans have been issued by the Ministry of Labour 
and Manpower, yet the fact remains that they 
were finalized after half the macro plan had been 
implemented and moreover these plans were 
reports rather than plans. 

The weakest link in Pakistan's labour market 
monitoring system is related to employment 
services, guidance and career counselling. There 
are hardly any guidance and career counselling 
facilities available in Pakistan. Employment 
services, though available, are far from adequate. 
Employment exchanges have been established at 
each district headquarters to provide the facility 
of registration to both the employers and the 
workers. However, the notification of vacancies 
to employment exchanges by employers is purely 
voluntary and the past experience suggests that 
such registration is a very small fraction of total 
employment in Pakistan. In general, the employers 
register only those vacancies which they are unable 
to fill (difficult jobs). Similarly, only those workers 
are registered who have been unemployed for 
rather long periods. 


INDUSTRIAL RELATIONS 


Industrial relations in Pakistan were regulated by the 
Industrial Relations Ordinance of 2002 under which 
collective bargaining is permissible in all matters 
of interest. On matter of rights adjudication by the 
labour courts is prescribed. The most representative 
union is authorized to undertake collective bargain- 
ing with employer. The collective bargaining agent 
is determined through a secret ballot. 

The participation of workers in decision making 
is an integral part of the industrial relations 
system. The system involves the constitution of 
management committee in factories employing 50 
or more workman. These committees can discuss all 
matters relating to the management of the factory 
except commercial financial transactions. Further 
it has been laid down that management shall not 
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take any decision in other matters without advise 
in meeting of the workers’ representatives. 

The National Industrial Relations Commission 
was established on 6 November 1972, under the 
Industrial Relations Ordinance, 1969, to promote 
the formation and registration of industry-wise 
trade unions, 

The Commission has the power to punish and 
to prevent unfair labour practices, The Chairman 
of NIRC has also been notified as specific authority 
within the meaning of Pakistan Essential Services 
Act, 1952. The Commission has greatly succeeded in 
curbing unfair labour practices on the part of both 
the workers and the employer. 

There were 7,098 trade unions with a membership 
of 968,836 members in 1993 as reported in Pakistan 
Labour Gazette (July 1993 to June 1994). There has 
not been any significant change since then. 

Industrial Relations Act, 2008 was enacted to 
continue and this will be replaced by the Industrial 
Relations Act, 2010. 


EMPLOYMENT PROMOTION POLICES 


The emphasis by the democratic Government is 

to create decent employment, alleviate poverty 

and accelerate human resource development. The 

Government has taken initiatives on the following 

twelve (12) steps for creating job opportunities in 

the country: 

1) Peoples Works Programme. 

2) National Internship Programme. 

3) Peoples Rozegar Scheme. In this respect, 
National Bank of Pakistan is providing credit 
for self-employment. 

4) 10 per cent Quota has been earmarked for 
women at across the board in all Government 
jobs. 

3) Minimum wages of workers have been increased 
from Rs. 4,000/- p.m. to Rs.6,000/- p.m. 

6). One lac new Lady Health Workers are planned 
to be recruited during 2008-09. 

7) National Employment Scheme is proposed 
to be launched in the country under which 
employment will be provided to one person of 
each poor family in 50 per cent districts of the 
country. 


8) One million Housing Units are proposed tg 
constructed which will generate employment, 

9) Agriculture land is planned to be distributed 
amongst land-less Haris. 

10) Benazir Income Support Programme has been 
launched with a Budget Estimate of Rs.70.00 
billion for 2009-10. 

11) Pakistan’s Skill Development Programme 
has been launched for skill development and 
technical education. 

12) SME Bank was established to meet the upcoming 
needs of SMEs, alongwith establishment of 
many micro finance institutions. 


SOCIAL ACTION PROGRAMME 


Social Action Programme was launched as per 


following details: 
Phase I Phase II 
Rs. 109 billion Rs. 499 billion 
To correct the status of the social sector with a 


Aim 
multi-sector approach. 





Phase I—1993-96 


« Rs. 109 billion 
e FX Assistance 12.3 per cent 
e Basic Services for: 
Most vulnerable 
Marginalized groups of society 
¢ Target Groups 
Female education 
Infant care and unreached inhabitants 
Primary education 
Primary health care 
Population welfare 
Rural water supply and sanitation 


Phase II—1997-2002 


e Rs. 499 billion 

¢« FX Assistance Rs.61 billion 

e Focus: Consolidation 

¢ Some Additional Components: 





Middle schooling 
Technical/teacher training in 
the-non-formal sector 

Health sector 


PAKISTAN S POPULATION 


On the basis of provisional results released by 
Government of Pakistan in 1998, the summarized 
position is: 


I a 
Total 


Population 130.58 million 


Population Growth Rate 
1981-88 2.61 per cent 
1972-81 3,06 per cent 


Urbanization Trends 

l. Sindh 48.9 per cent population lives in 
urban area. Three major cities, 
Karachi, Hyderabad, and Sukkur 
account for 73.1 per cent of total 
urban population 

31.3 per cent live in major cities. 
16.9 per cent live in major cities. 


2. Punjab 
3. NWEP 


Analysis of Cities 
i. Karachi 9,269 million 
2. Lahore 5.063 million 
3. Faisalabad —:1.977 million 
The above three big cities account for 38.4 per cent 
of total urban population of Pakistan. 

Other large cities with over one million 
Population are: 
4. Rawalpindi 
3. Multan 
6. Hyderabad 
7. Gujranwala 
Half of the total urban population live in these 
Seven cities. 


PAKISTAN’S FIFTH NATIONAL 
CENSUS: 1998 


Originally, the fifth national census was to be 
Undertaken in 1991. The provisional results of 1998 
Census are given in Table 17.8: 
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Table 17.8 Pakistan's Provisional Fifth National Census 


1998 
1981 1998 
ia Million percent Million per cent 
1. Punjab 47.3 56 72.6 56 
2. Sindh 19.0 23 30.0 23 
3. NWFP 11.0 13 17.5 13 
4. Balochistan 43 5 6.5 5 
5. FATA 2.1 3 3.1 2 
6 Federal Capital _0.3 P= _0.7 _1 
Total 84.0 100 130.4 100 


Source. The News international, Lahore, 9 July 1998. 


No population census has been carried out after 
1998. 


POVERTY IN PAKISTAN WITH A 
SUGGESTED FRAMEWORK 


Gini Index 

Economists have created the Gini Index. This 
measures the level of income equality. Its scale 
is from 0 to 100. The higher the scale, the larger 
is the level of inequality. The lower the scale the 
less is the level of inequality. Based on the World 
Development Indicators 2009 (Table 2.9, pp. 72-74) 
the best country, based on the above calculation, 
was Azerbijan where the Gini Index was 16.8. The 
highest Gini Index was 74.3 relating to Namibia. 
The Gini Index relating to Pakistan for 2004-05 is 
31.2 per cent. 


1973 Constitution of Pakistan 

The constitution of a country is the mother of 
all laws. It generally contains guidelines for the 
parliamentarians to alleviate poverty and to pave 
the way for socio-economic stability. There is a great 
need for the national and provincial assemblies 
of Pakistan to address the issue of poverty by 
developing an action plan to reverse the rising trend 
of poverty. Our research reveals that attention should 
be focused on Articles included in Box 1: 
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Box 1: 1973 Constitution of Pakistan and Poverty 
Reduction Issues 








Article Focus 

3 Elimination of Exploitation 

18 Freedom of Trade, Business or Profession 

a7 Promotion of Social Justice and Reduction of social evils 

39 Pramotion af Social and Economic Well Belng of the 
People 

Poverty Trends 


Most research conducted during 1990s has high- 
lighted that poverty has been on the rise. However, 
the government had stated that during 2002, 
poverty was reduced to 0.8 per cent for the first time 
compared to the decade of 1990s. 

Based on various research the growth trend of 
poverty presents a rising position namely; Amjad 
and Kamal, 1997; 22.1 per cent in 1991 and 22.4 per 
cent in 1993; Ali and Tahir: 27.9 per cent in 1994; 
and Federal Bureau of Statistics: 32.2 per cent in 
1999, 


Economist London on Pakistan (1 November 2003) 
'... Tising level of poverty. About a third of the 
population lives below the poverty line.’ 


Poverty Alleviation Scenario: 

Backdrop and Suggestions 

The following represents the overall poverty 
alleviation scenario in Pakistan: 


1, Economic System 
Pakistan is still in search of an economic system. 
We tried to follow capitalism during 1950s and 
1960s but the gap between haves and have- 
nots widened. Social destabilization took place 
and resulted in breaking away of former East 
Pakistan which became Bangladesh towards the 
end of December 1971. During 1970s, an attempt 
was made to introduce socialism—labelled as 
Islamic Socialism, but this also failed. In 1980s 
and 1990s we experimented with a mixed 
- economic system but ended up in a messed 
up economic system. Now in 2010s, we are 
now trying P; (Public-Private Partnership) but 
continue to await the results that will ensure a 
declining trend in poverty. 
It would be interesting to note an excerpt 
from the inaugural speech of the Quaid-i-Azam 
Mohammad Ali Jinnah, delivered on 1 July 1948 


in Karachi on the establishment of the State Bank 
of Pakistan: 


‘In achieving our goal of creating a happy and 
contended people, we must work our destiny in 
our own way and present to the world an economic 
system based on the true Islamic concept of equal. 
ity of manhood and social justice’ 


This dream has yet to be realized. 


. Legacies 


Pakistan has inherited the following significant 
legacies which are directly attributable to 
growing poverty: 


a) Debt Burden 
At present there is an internal debt burden 
of Rs.2 trillion and US$50 billion as external 
debt. Debt servicing of these debts has put a 
40 per cent burden on the recurring budget 
for 2009-20010 of Pakistan. Thus significant 
amount is not available for poverty reduction. 


b) Defence Imperatives 

Due to hostile postures of a neighbouring 
country, Pakistan is forced to maintain a 
large army. This has put a large burden on the 
budget. If diplomatic initiative is unleashed, 
a twenty-year no-war pact execution between 
Pakistan and India can enable both countries 
to save substantial amount and divert it to 
development which, in turn, can reduce 
poverty in SAARC region and usher in an era 
of prosperity. Based on India-Pakistan foreig® 
exchange parity, India has allocated Pakistani 
rupee equivalent of around Rs. 3 trillion if 
their recurring budget for 2009-2010, which 
is higher than the total Federal Budget of 
Pakistan for the above year. 


c)} Privatization 
Due to a global supportive scenario and 
perhaps the lack of law and order in Pakistal 
the privatization process of state owned !055 
making enterprises have not been completed: 
Hopefully the situation will improve in th¢ 
future and therefore, it is expected that dué 
to accelerated efforts of the Privatizatio" 





Commission and Board of Investment, the 
privatization process will be speeded up. Thus, 
more proceeds will be available for allocation 
to poverty reduction. 


d) Population Growth 

Based on Pakistan's Census of 1981, the yearly 
population growth was 3.1 per cent. However, 
the actual results turned out to be around 2.65 
per annum based on Population Census of 
1998. The population growth of the past has 
been instrumental in the increase of poverty. 
There is a declining trend in the recent past 
few years. If this trend continues in future, the 
poverty reduction curve would be seen. 


e} Tax Evasion 

Tax evasion is a curse and instrumental in 

increasing poverty. This is due to three major 

factors, namely: 

i) Lack of commitment to contribute to 
national exchequer due to low moral 
standards and the desire to keep self 
above the interest of the country. 

ii) Availability of tax exemption regime and 
tax immunities of the past: The existence 
of the Second Schedule annexed to the 
Income Tax Ordinance, 2001 is also 
instrumental to poverty increase. 

iii) The total number of income taxpayers as 
on 30 June 2009 was around 2 million 
which is slightly above 1 per cent of the 
population. Some estimate this number 
in the neighbourhood of 7 to 10 million. 
If the Federal Board of Revenue accepts 
‘the Single Item Agenda’ it will usher in 
prosperity and poverty trends will show 
a declining curve. This niche needs to be 
tried and will substantially increase the 
revenue base and accordingly will make 
funds available for poverty alleviation. 


f) Burden of Autonomous Bodies 
A large amount has been allocated in 
Pakistan's Federal Budget for 2009-2010 for 
autonomous bodies. These bodies should 
be asked to undertake domestic resources 
mobilization from the capital market and 
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spare the consequential savings for poverty 
reduction. 


Pakistan: Poverty Review and 
steps for Poverty Reduction 
It is generally believed that one-third of Pakistan's 
population (45 million) is unable to generate 
income sufficient to provide minimum nutrition 
and other necessities of life. The break-up of the 
above number is: rural-32 million and urban-13 
million. 

Poverty alleviation measures have included the 
following: 


1) Integrated Small Public Works programmes 
(ISPWP): 
These have now been transferred to provinces— 
which are expected to properly utilize the 
amounts for efficient and effective development 
needs. They must ensure that the results of 
development reach the poor and that their 
socio-economic plight continues to be reduced. 
A strong and effective monitoring system should 
be institutionalized to achieve productive results. 


2) Food Stamp Scheme: 
This scheme is being steadily expanded to 
alleviate poverty. 


3) Zakat and Ushr System and Bait-ul-Mal: 

The Government deducts Zakat at source 
before disbursement of specified amount and 
later distributes it. The informal sector is said 
to distribute around Rs.70+ billion for poverty 
alleviation. The management system of Zakat 
and Ushr needs to be improved. An action 
plan needs to be developed for starting income 
generating efforts. 

The Bait-ul-Mal system of Malaysia needs to 
be properly comprehended for implementation 
in Pakistan. A delegation could be sent to benefit 
from the above system in Malaysia. 


4) Microcredit: 
Several countries have tried introduction of 
microcredit to alleviate poverty. Two successful 
examples from Bangladesh include Grameen 
Bank and activities of BRAC. Pakistan has made 
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a modest start in the Government and Private 
Sectors, 


5) Benazir Income Support Programme: 
During 2008-09, a sum of Rs.35 billion was 
allocated for the above Fund. During 2009-10, 
this amount was increased to Rs. 70 billion. 


Pakistan's Interim Poverty Reduction Strategy 
Effective 2002-2003, Pakistan has been following 
Interim Poverty Reduction Strategy with financial 
assistance from IMF. This was a part of poverty 
reduction and growth facility. This strategy together 
with a review is given below: 


1) Accelerating Economic Growth and Maintaining 
Macroeconomic Stability: 
During the last several years of 1990s, GDP 
growth has been volatile. However, during 2002- 
2003, GDP growth was achieved at 5.1 per cent. 
The forecasted growth for 2003-2004 is 5.4 per 
cent and for 2004-2005 is 5.8 per cent. Macro- 
economic stability has been achieved and it will 
be further strengthened in future years. 

Economists strongly believe that there is a 

positive correlation between growth of GDP and 
reduction in poverty. A significant increase in 
GDP is a long-term goal. However, the Govern- 
ment of Pakistan, has listed the following 
objectives to be pursued for productive results: 


a) Maintaining fiscal discipline, 

b) Rule based fiscal policy, 

c) Financial sector reforms, 

d) Improving investment climate and privatiza- 
tion, 

e) Augmenting regulatory framework, and 

f) Building supportive infrastructure. 


2. Investing in Human Capital: 
The developed countries successfully followed 
_ the path of economic development through 
HRM/HRD revolution. The success story of 
Japan, South Korea, Singapore, Taiwan, Malaysia, 
etc. testify and strengthen the hypothesis. 
The government has identified the following 
dimensions of work: 
a) Comprehensive reforms in education includ- 
ing: 


tad 


i) Special education, health, and population 
welfare, 

ii) Capacity building for service delivery 
through National Commission on Human 
Development. 

b) Involvement of private sector through public- 
private partnership (P;) and NGOs. 


. Augnienting Targeted Interventions: 


Targeted interventions to be made by the govern- 

ment include: 

a) Small and Medium Enterprise 

b) Microfinance 

c) Public Work Programme (Tameer-e-Pakistan 
Programme, Khushal Pakistan Programme, 
Drought Emergency Relief Fund) 

d) Rural Development (including: agriculture, 
irrigation, livestock and fisheries, and rural 
electrification) 

e) Housing 


The government is pursuing institutionalized 
approach for (a) above. Projects to be undertaken 
for (b) above have been authorized to be under- 
taken by provinces. Solid efforts are needed for 
achieving higher results under (c) and (d) by all 
stakeholders. A confident start has been made 
under (e) by the government. The housing sector 
has backward and forward linkages. Several 
industries are energized and the employment 
openings grow in numbers. Therefore, the impl!e- 
mentation of the foregoing will be instrumental 
in alleviating poverty. 


. Expanding Social Safety Nets: 


Unfortunately, Pakistan has neither pursued the 
Western model of social safety nets nor imple- 
mented the spirit of Quran and the Sunnah. A 
suggested approach for the Government will be 
to introduce: 

a) Zakat Programme 

b) Food Support Programme 

c) Employees’ Old Age Benefits 

d) Philanthrophy 


Some recent steps taken include: Land 
Distributed: Food Support Programme; Zakats 
temporary employment; microcredit; EOB! and 










state land recipients and Benazir Income Support 
Programme. 


5. Improving Governance: 


Suggestions include: 

a) Political and Administrative devolution: 
District Government experiment has been 
introduced and is expected to inspire conf- 
dence for local level decision making. 

b) Fisca! Decentralization: 

A sizeable amount of money is being allocated 
to District level governments out of Provincial 
Annual Budgets. 

c) Access to Justice: 

Through the establishment of Ombudsman at 
Provincial level and Federal Tax Ombudsman, 
access to justice is being facilitated. 

d) Civil Service Reforms 

e) Freedom of Information Act 

f) Anti-Corruption Strategy 
Steps are being initiated in respect of the 
above dimensions. 


There is a need to substantially increase 
allocations to generate employment and result in 
income generating activities. 


Poverty among Farmers 

Most of farmers depend on farm-related jobs for 

their livelihoods. Two-thirds live in South Asia and 

Sub-Saharan Africa. Possible solutions to poverty of 

farmers lie of the following areas: 

1. Increase in yields. 

2. Switching to horticultural and animal products 
of a higher value. 

3. Improving marketing and transportation system 
and related institutions. 


Population Census 

The last population census was conducted in 1997 
in Pakistan. Subsequently till 2012, no population 
census has been undertaken. 


CONCLUSION 


Pakistan is trying to achieve macro stability. The 
expectations of the common man are rising and it 
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is high time that all stakeholders should commit 
themselves and pursue the noble cause of reducing 
poverty in the short run and eliminating it in the 
long run. 

The Planning Commission of Pakistan adopted 
an official poverty line based on caloric norm at the 
rate of 350 calories per adult equivalence per day. 
This poverty line approximates to Rs.748.56 per 
month per adult equivalence in 2000-2001. 

A recent study at the Centre for Research on 
Poverty Reduction and Income Distribution sug- 
gests that poverty in Pakistan is highly concentrated 
in a small range around the poverty line. 

Three classifications that were made are: 


1) The absolute poor 
2) The transitory poor 
3) The non-poor 


The result of the above study suggests the 32.10 
per cent of the population live below the poverty 
line in 2000-2001. 

The Government of Pakistan directed the Federal 
Bureau of Statistics to conduct a sample Survey of 
Household Consumption Expenditure (HCES) to 
assess the impact of socio-economic and macro- 
economic policies on the living condition of people 
of Pakistan. The Survey covered 5,046 rural and 
urban households from all the four provinces of 
Pakistan. This was conducted during 19 April 2004 
to 6 May 2004. A summary of this survey states: 


1) The incidence of poverty showed a significant 
decline; 

2) The indicators for the living conditions of the 
people showed a marked improvement since 
2000-2001; 

3) The poverty line at the prices of 2004 is estimated 
at Rs. 848.80 per adult equivalent per month; 

4) The incidence of poverty at the national level has 
declined by 4.2 per cent points during the period 
covered in the estimates with both urban and 
rural poverty. 
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Labour Policies 


The term ‘labour policy’ means the adoption of 
principles to be observed in the management of 
labour. The basic object of the employer in all 
his relations with his employees is to increase 
production and to maintain goodwill as a means of 
achieving that end. 

The object of the labour policy is to determine 
the legitimate needs of the labour, and how can 
these be reconciled. If there is to be an efficient 
management and genuine control of labour, there 
must be some principles on which management is 
to be based. 

A policy which happens to be no more than 
an aspiration for unorganized labour, often comes 
within the range of practicality where labour union 
is concerned. Capital favours low and diversified 
wage rates, while labour demands high and uniform 
wages; capital warrants long hours and high output 
while labour wants short hours and resists the 
introduction of machinery as it tends to lessen the 

volume of work. Their attitude is that if the employer 
pays them sufficient wages, they will do what they 
want for themselves. Therefore, it is the duty of the 
Personnel Manager to take cognizance of these facts 
in order to establish the labour policy and reconcile 
them as far as possible to the needs of production. 


PAST LABOUR POLICIES 


There was no formal declaration of a labour policy 
in Pakistan from 14 August 1947 to 14 August 1955. 
However, the first Pakistan Labour Conference was 
held in February 1949. Accordingly, a Five Year 
Programme of work was approved. Unfortunately, 
cogent legislative and administrative measures 
were not effectively adopted to implement the 
- Programme and up to 9 February 1954, there was 


no progress in the completion of the Programme 
The range of progress was between the extremes of 
under examination to under progress. 


The First Labour Policy of Pakistan (1955) 


While developing the First Labour Policy, the 


government had expressed its anxiety on the 
following issues: 


Trade Union 


To encourage the growth of genuine and healthy 
Trade Unions. 


Objectives 

1. To promote healthy collective bargaining on 
the part of labour. 

2, To enable it to conduct negotiations with due 
appreciation of the country’s economy. 


Trade unionism should not be exploited for 
political purposes. 


Industrial Peace 

1. While labour should get its just rights, indus- 
try should not be hampered by unnecessary 
upheavals and strikes. 

2. The government believes in promoting thé 
settlement of disputes between employers af 
employees, 


The constitutional means to achieve thes 
goals are: 

(a) Joint consultation 

(b) Mediations 

(c) Conciliation 

(d} Arbitration 


Speedy and effective awards should also bé 
enforced, 










Promoting Labour Welfare 

1. Labour not to be victimized for legitimate 
trade union activities. 

. Preventing the exploitation of labour. 

3. Promote labour welfare. 


hh 


The Second Labour Policy (1959) 


Eleven principles were announced to constitute the 
objectives of the Second Labour Policy. These are 
briefly summed up as under: 

1. ILO Conventions. The policy in the field of 
labour shall be based on ILO Conventions 
and its recommendations ratified by the 
Government of Pakistan. 

Trade Unionism. The government believes 

in the growth of healthy trade unionism. 

3. Employee and Employer Relationship. 
Sound employee and employer relationship 
is a prerequisite of increased productivity. 

4. Industrial Peace. The government encour- 
ages the settlement of industrial disputes 
through constitutional means and discour- 
ages agitations and tensions in the industrial 
and commercial undertakings and other 
fields of human endeavour. 

5. Social Amenities. Suitable measures should 
be adopted for providing social amenities to 
the workers of all categories. 

Social amenities were defined to 
include requirements of health, education, 
recreation, housing, wages, and other similar 
needs in relation to their work. 

6. Unemployment. Suitable measures will be 
taken for reducing unemployment. 

7. Employment Information. Non-fee charg- 
ing employment agencies and a programme 
of employment information will be main- 
tained. 

8. Collection of Statistics. Due importance 
is to be given to research and collection of 
statistics concerning the working and living 
conditions of the workers. 

9. Employment of Seamen. Suitable steps will 
be taken to ensure proper employment of 
seamen in the country and abroad. 

10. Responsibility of Social Welfare. State and 
private industries held organizations were 
jointly responsible for social welfare. 


IJ 
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11, Foreign Assistance. Scientific and technical 
assistance will be welcomed from friendly 
countries in the labour and employment 


fields. 


The Third Labour Policy (1969) 


On 5 July 1969, an eight point Labour Policy was 
announced. The Policy was a forthright admission 
on the part of the government that the workers 
did not have a fair deal in the past and despite 
economic growth, the workers’ real income and 
living conditions remained static and in many cases 
had actually deteriorated. The eight points of the 
policy were: 

1. Freedom of association for the workers so that 
they could form trade unions of their own free 
choice and select their representatives through 
secret ballot; 

2. Strengthening the scope of collective bargain- 
ing by conceding the right to strike; 

3. A fair and equitable living minimum wage, 

4, Consolidation and simplification of the labour 
laws, strictly in accordance with the ratified 
conventions of the International Labour 
Organization (ILO); 

5. Review of the schedule of essential and public 
utility services to reduce them to the nearest 
minimum; 

6. An effective implementation of the labour 
laws for protecting the rights of the workers 
including the minimum wages; 

_ Uniform application of the labour laws 
without discrimination between the public 
and private sectors; and 

8. Relating the wage structure to productivity by 

increasing the workers stake in the quality and 

quantity of production. 


~J 


The policy was fairly good but unfortunately, it 
came at a time when political and social tensions 
were very high. Consequently, there were a 
record number of industrial strikes and lockouts. 
This episode was not the result of this policy but 
the by-product of the past mishandling of the 
workers’ problems by the employers and also by 
the government which concentrated its efforts on 
increasing the GNP rather than strengthening the 
aspect of distributive justice. However, the fruits of 
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this policy could not be properly reaped as Pakistan 

passed through turbulent times during 1969 to 

1971 when East Pakistan broke away and became 

Bangladesh. 

Some of the redeeming features which indicated 
a forward looking approach were: 

1. Sound measures were taken to encourage the 
growth of trade unions. A mechanism was 
evolved whereby only one union existed in an 
establishment called the Collective Bargaining 
Agent (CBA) for negotiating between the 
employees and employers. 

A mechanism of speedy and effective settle- 

ment of industrial disputes was evolved 

through conciliation, arbitration, and indus- 
trial courts. 

. Strikes were forbidden in essential services. 

4, The principle of collective bargaining was 
extended to public sector workers. 

5. ‘The minimum wages for unskilled workers in 
the industrial and commercial undertakings 
employing 50 or more workers were fixed 
at Rs.140 per month for Karachi, Rs. 125 
per month for the defined industrial areas 
excluding Karachi and Rs.115 per month for 

other areas. 

6. The institutional arrangements for Minimum 
Wages Boards were spelled out in some 
detail. 

7. A desire was expressed to establish a workers’ 
welfare fund of Rs. 100 million relating to the 
construction of low-cost housing. However, 
this was not achieved. | 


> 
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The Fourth Labour Policy (1972) 


The Fourth Labour Policy was announced on 
10 February 1972. The salient features of these 
reforms were: 

1. Management. Workers’ representatives 
would be associated with the management 
| to the extent of 20 per cent of factory level. 
2. Inspection of Accounts, The right to 
appoint auditors, under previously spelt out 
stipulations, was given to the workers for 
inspecting any accounts, records, premises 
or stores of a factory. The auditors would be 

paid by the concerned unit. 


a. 


10. 


I. 


Share in Annual Profit. The share of th 
workers in the annual profits under hd 
Companies’ Profits (Workers’ Participation) 
Act, 1968, was raised from 2 per cent to 
4 per cent and later to 5 per cent. If the 
workers increased productivity, they could 
receive an additional 10 per cent of the 
increased profits. 
Shop Stewards. Each shop or department 
in a factory would have a shop steward 
to be elected through secret ballot by the 
workers of the shop from among themselves 
Subsequently, at the initiative of the workers, 
this was partially abolished. | 
Grievance of Workers. The workers should 
bring their grievances to the notice of the 
management. If no redress is given within 
the stipulated period, the matter may be 
taken to the Labour Union or the Labour 
Court. In such cases, the Labour Court 
should give its decision in 20 days and not 
60 days as was the previous position. 
Works Councils. Works Councils would be 
strengthened. Workers were given the option 
for a bilateral settlement; collective disputes 
to be referred to the Works Councils in 
which both workers and management would 
be represented. 
Strike Notice. The notice period was reduced 
from 21 days to 3 days if the management 
did not respond favourably or if bilateral 
negotiations failed in the Works Council. 
Labour Court. A matter could be taken to 
the court previously only if both the workers 
and management jointly agreed. It was 
allowed to be taken before the Labour Court 
by either party. The Court’s award would 
now be given within 30 days and not 60 days 
as was the case previously. 
Banks, ‘The right to collective bargaining 
was restored to the clerical staff of banks. 
Lower supervisory levels were included in 
the definition of workmen. 
Strike. Secret ballot would be held before 
resorting to strikes. 
Protection to Workers. Every order of 
retrenchment and termination of service 
would state reasons for doing so. 
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12. Payment of Bonus. The payment of bonus 
to employees would be made in cash or NIT 
units at the option of workers. The amount 
of bonus would be linked with profits. 

13. Labour Under Contracts. The application 
of the Payment of Wages Act, 1936, and 
Industrial Employment (Standing Orders) 
Ordinance, 1968, was extended to jabour 
under contract for ensuring regular pay- 
ments, overtime pay, and proper rates of 
payment. 

14. Housing. The nominees of workers and 
management and representatives of the 
provincial government were to make the 
operations of the Worker's Welfare Fund 
more effective. 

15. Social Security Scheme. The 2 per cent 
levy of a worker's wage was abolished and 
the contribution of employer was raised 
from 4 per cent to 6 per cent. This would 
be eventually extended to cover domestic 
servants. 

16. Pension. The provision for old-age pension 
would be made for all workers at a certain 
age. 

17. Group Insurance, Compulsory Group 
insurance for workers against death and 
injury, when off duty, would also be 
introduced. 

18. Safety Measures. The existing laws 
regarding safety measures and workmens’ 
compensation in the event of death or injury 
were raised. Increased rates of compensation 
would be provided. 

19, Efficiency. Group Benefit Schemes would 
be introduced as an incentive to workers to 
participate in increasing the efficiency and 
production. 

20. Cognizable Offence. Violation of certain 
provisions, e.g- payment of compensation 
in the case of death or injury, payment of 

overtime wages, provisions of canteens on 
premises etc., were made cognizable though 
bailable offence. 

21. Trade Union Movement. To strengthen 
the Trade Union Movement, quasi-judicial 
authorities were set up with three main 
objectives: 
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(a) To promote genuine trade unionism at 
the trade level and ensure the repre- 
sentative character of the unions; 

(b) To help in the setting up of federations 
of unions, industry-wise; and 

(c) To help in the formation of federations 
at national levels. 


The Employees’ Old-age Benefit Act, 1975, provided 
for a scheme of old-age benefits. An allowance of 
Rs.75 per month was to be given by all industrial, 
commercial, and other undertakings to their 
workers on the completion.of 15 years of insurable 
employment. Other facilities were also offered to the 
workers who were too old to complete even 15 years 
of insurable employment. 


Labour Reforms of 1975 


In 1975, the following labour reforms were 
legislated: 

1. In an establishment where two registered trade 
unions already exist, no other union shall be 
repistered unless it has at least 20 per cent 
membership of the total number of workers 
in the establishment. 

2. A worker shall not be entitled to bea member 
of more than one trade union at a time. 

3, While prohibiting the agreement between 
the employer and the union other than the 
collective bargaining agent, the agreement 
between the collective bargaining agent and 
the employer even outside the conciliation 
proceeding has been made binding on all 
workmen as the agreement in the course of 
conciliation proceedings. 

4. While disallowing representation through 
any other union, the worker himself or the 
collective bargaining agent, is entitled to make 
representation to the employer and the labour 
court. 


Joint Management Board 


The scheme regarding workers’ participation in 
the management has been made more effective 
by establishing the Joint Management Boards at 
company level with a one-third share for workers 
on it. These Boards are charged with the following 
responsibilities: 
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Improvement in productivity and efficiency; 

. Fixation of job and piece-rate; 

3, Planned regrouping or transfer of the 
employees; 

4, Laying down the principles of remuneration 
and introduction of new remuneration 
methods; and 

9. Provision of minimum facilities for workers 

employed through contractors where they are 

not covered by labour laws. 


bh — 


Joint Management Boards will have the right to ask 
for reasonable information concerning the working 
of the company. 


Labour Reforms of 1977 


The following were the highlights of the new 
pension rules announced by the Federal Finance 
Minister on 6 January 1977; 

i. On the civil side, new pensions would be 
more than double for the lowest pay groups 
and increased by 50 per cent for the higher 
pay groups. The pension under the revised 
rules would be at least Rs.45 more than 
under the old rules in case of the lowest pay 
groups. The period of family pension after the 
death of a government servant was extended 
from five years to ten years. The percentage 
of pensionable pay was increased from 60 
to 70 per cent for pension calculation. The 
scope of pensionable pay was enlarged by 
including dearness allowance. Pension would 
be reduced to half on an amount exceeding 
Rs. 1,000 instead of the present limit of 
Rs. 600, Henceforth, there would be no upper 
pension ceiling as against the present ceiling 
of Rs. 1,000 for 30 years’ service and lower 
ceiling for less service. Special additional 
pensions which were admissible to holders of 
posts carrying pay exceeding Rs.3,000 would 

stand abolished. The compulsory measure of 

paying 25 per cent of pension in lump sum in 

the shape of gratuity was made optional. No 

medical certification would be necessary if 

commutation is asked for within one year of 
retirement. 

2. The liberalized rules would apply to those 

who retired or died on or after 1 March 

. 1972. Consequently, financial benefits will 


be allowed with effect from | February 1977 


Pensioners who retired before 1 March 
1972 have the option to get their pension 
recalculated or stay at their existing pensions 
3. The pension formula for commissioned 
officers has been liberalized as it allows 
pension equal of 70 per cent of average 
emoluments including dearness allowance 
The rates of special additional pension have 
also been revised which shall now range 
from Rs. 60 to Rs.450 per month. In the new 
formula for Junior Commissioned Officers 
and other ranks, not only the amount in lieu 
of services in kind has been increased from 
Rs. 30 to Rs.70 but the benefit of qualifying 
service has also been doubled. The revised 
formula of JCOs/ORs will be applicable to 
the honorary Commissioned Officers, without 
adding Rs. 70 to reckonable emoluments. The 
special additional pension rate of Rs.50 per 
month was also raised for the honorary Com- 
missioned Officers. The revised special family 
pension rates would be 66 per cent of the pay 
in case of death in war/external aggression 
and 50 per cent in other attributable cases, 
subject to a minimum of Rs. 500 and a 
maximum of Rs. 1,500 per month. 

4. The rates of children allowance admissible 
along with special family pension have been 
increased by 75 per cent. The revised disability 
pension for Commissioned Officers has been 
grouped in three slabs as against the nine 
existing ones. The revised rates are Rs, 240, 
Rs. 420 and Rs.600 per month. The disability 
pension for Junior Commissioned Officers 
and other ranks has also been revised upward. 
The dearness increases in pension, sanctioned 
from time to time up to 31 January 1977, 
would cease to be payable from 1 February 
1977, in respect of the pensions calculated in 
accordance with the new formula. 


LABOUR POLICY, 2002 


The Government of Pakistan, Ministry of Labour, 
Manpower and Overseas Pakistanis, Islamabad 
announced this Labour Policy on 23 September 
2002. Besides giving the background this Policy 
























was divided into two parts. Part-I contained 


the principles, aims and objectives and Part-II 
contained an action plan. 

Bilateralism is the core element of the new 
Labour Policy. The principles, objectives and 
action programme of this policy concentrate on 
the development of trust and co-operation between 
the employer and employees under the strategy of 
least intervention by the state. A visionary approach 
adopted in the Labour Policy is a focus on the 
dignity of labour, fair balance of bargaining power 
and productivity-based work culture with just and 
equitable distribution of gains and proceeds of the 
industry amongst the employees, entrepreneurs, 
and the society at large. 

The Labour Policy, 2002 is reproduced below: 


Background 

1. A fairly elaborate labour market regulatory 
and institutional framework was evolved during 
the British Rule in India. In the post-independence 
period, this system was adopted by Pakistan to 
repulate industrial relations. The crucial area of 
concern for the government was to provide a strong 
base for industrialization and economic develop- 
ment. 

2. At the time of partition, the law on the statue 
book to regulate relations between the employers 
and employees was the Industrial Dispute Act, 
1947, This pre-partition Central Act, for the first 
time recognized that workers have rights other than 
those conferred by contract and/or the ordinary law 
of master and servant. This Act was valid till the 
promulgation of the Industrial Dispute Ordinance 
(IDO), 1959 enforced by the first martial law 
regime. The next piece of legislation was the West 
Pakistan Industrial Disputes Ordinance, 1968 that 
repealed the IDO. The said legislation was replaced 
within a short time by the Industrial Relations 
Ordinance (IRO), 1969. 

3. Landmark changes in the industrial relations 
system were made consequent upon the announce- 
ment of the Third Labour Policy in 1969. This 
policy resulted in the introduction of legislation 
guaranteeing freedom of association and the right 
to collective bargaining in accordance with the 
ILO Conventions 87 and 98 ratified by Pakistan. 
A system of equitable distribution of gains was 
put in place in the form of enactment of laws 
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relating to workers’ welfare and minimum wage of 
workers. Further reforms in the system of labour 
legislation were introduced as a result of the Fourth 
Labour Policy of 1972, which envisaged workers’ 
participation in the management, extension in the 
scope of labour laws, enactment of laws relating 
to employees’ old-age benefits, workers children 
education, introduction of statutory bonus and 
group insurance schemes, establishment of a quasi- 
judicial body namely National Industrial Relations 
Commission and the procedure for redressing 
workers’ individual grievances. 

4, It was generally perceived by the employers 
that the Labour Policies of 1969 and 1972 were 
heavily tilted in favour of labour. Consequently, 
the industrial relations’ balance was disturbed. 
The employers were further aggrieved by the 
1970s Nationalization Policy. Several issues that 
surfaced as a consequence of the changes were: 
the employers’ demand for powers of hire and 
fire; the role of outsiders in trade unionism; low 
productivity; multiplicity of trade unionism; and 
endless litigation between workers and employers 
due to unfair labour practices. 

5. In the subsequent years, a need was keenly 
felt to reform industrial relations for restoring 
the investors’ confidence by brining balance and 
harmony in the employer-employee relationship. 
A number of efforts were made in this direction 
by successive governments. Three tripartite labour 
conferences were held in 1977, 1980, and 1988 and 
two commissions, namely the Labour Commission 
of 1978 and the Labour Welfare Commission of 
1987, were set up for suitable recommendations 
to address the issues. Also, two Task Forces 
(one on social security and the other on labour) 
were formed in 1993. However, despite detailed 
recommendations of these bodies, no consensus 
could be evolved between labour and employers on 
the key issues. 

6. Lately, a change in outlook and approach 
has been witnessed. The Commission on Labour 
Laws established in 1999 presented its report to the 
government in September 2000. It recommended 
consolidation of the existing labour laws into the 
following six broad categories: 

« Law relating to industrial relations. 

« Law relating to employment conditions. 

e Law relating to wages. 
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e Law relating to human resource development. 

e Law relating to occupational safety and health. 

¢ Law relating to labour welfare and social safety 
net. 


7. Another significant development was the 
holding of the 24th Pakistan Tripartite Labour 
Conference on 30-31 July 2001 after a lapse 
of 13 years, which culminated into useful 
recommendations for legislative, institutional, 
and administrative reforms to meet the emerging 
challenges of the time. This Conference was also 
preceded by the announcement of a package of 
labour reforms on 30 April 2001. The measures/ 
initiatives under the package were given legal 
coverage by amending the laws to introduce basic 
changes of far-reaching effects. 

8. The Government of Pakistan’s fundamental 
commitment to the democratisation of the State 
provided for the promotion of universal principles 
of equality and social justice as well as the 
constitutional and international labour rights. In 
order to fulfil obligations under the Constitution 
and relevant international labour standards, the 
need for the enunciation of a new labour policy was 
imperative. The challenge, however, lay in a work- 
able design of the policy that ensured a harmonious 
working relationship between labourers and em- 
ployers for promoting productivity, competitiveness 
and growth of industry. 

9. The text of the Labour Policy, 2002 that 
follows, consists of two parts, Part-I: Principles, 
Aims, and Objectives and Part-II: Action Plan. 


PART I: PRINCIPLES, AIMS, 
AND OBJECTIVES 


Policy Foundations 


10. The fundamental rights concerning labour 
as laid down in the Constitution of the Islamic 
Republic of Pakistan and the international labour 
standards as enunciated in the ILO Conventions 
ratified by Pakistan provided the necessary frame- 
work for evolving a sound and stable mechanism for 
ensuring Core Labour Rights. The labour laws and 
the Jabour administration system in Pakistan will 
thus be brought in conformity with these standards 


to meet the national objectives and internationg| 


obligations, 


Bilateralism 


11. The traditional environment of mutual 
antagonism and mistrust between employers 
and labourers has adversely affected investment 
business profitability and growth, all of which are 
crucial elements for ensuring security of employ- 
ment, decent wages and social security of the labour 
sector. The government keenly feels the need to 
foster an employer-employee relationship based 
on trust and partnership. For this purpose, the 
Labour Policy aims to enhance the required social 
dialogue between the labourers and employers by 
facilitating and nurturing bilateral mechanisms for 
negotiations and mutual cooperation. The creation 
of WEBCOP (Workers and Employers Bilateral 
Council of Pakistan) by the enlightened employers 
and labour leaders of Pakistan is a pioneering effort 
and a positive development in this respect. The 
government fully supports this initiative and will 
promote steps which aid such efforts, The regulatory 
authority of the government will be exercised 
only when bilateral mechanisms are demonstrably 
unable to resolve conflicts and issues. 


Bilateral Codes of Conduct 


12. The government, as a facilitator, shall 
persuade workers and employers organization 
to evolve bilateral codes of conduct at the level 
of enterprise and industry which should lay 
emphasis on: (a) respect for reciprocal rights and 
obligations of both the parties, (b) communication 
between management and CBA and (c) enhanced 
confidence in the unions to play a positive role in 
organizational performance, 


Consolidation of Labour Laws 


13, The existing voluminous labour legislation 
is overlapping in its coverage in several areas and | 
anomalous in definitions and scope. The variety 
and complexity of labour laws has contributed 
adversely to industrial relations’ system. Theré 
is, therefore, the need for rationalization/ 
consolidation of the existing laws. It is proposed 





to simplify and consolidate these laws into the 

following six basic laws: 

. Industrial Relations Ordinance 

. Conditions of Employment Ordinance 

. Wages Ordinance 

. Human Resource Development Ordinance 

. Occupational Safety and Health Ordinance 

_ Labour Welfare and Social Protection 
Ordinance 
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Promotion of Healthy Trade Unionism 


14. Healthy trade unionism based on the freedom 
of association and an effective collective bargaining 
system is a prerequisite for industrial peace, 
productivity and socio-economic uplift of labour. 
An environment for healthy and responsible trade 
unionism growth will be created by encouraging 
responsible and representative trade unions. 


Strengthening Social Dialogue Mechanism 


15. The system of bilateral and tripartite social 
dialogue shall be strengthened and streamlined to 
promote industrial peace and harmonious labour- 
management relations. 


Labour Judiciary 


16. The labour judicial system will be restruc- 
tured, simplified and minimized to provide speedy 
justice. 


Social Safety Net 


17. Institutions responsible for social protection, 
social insurance and labour welfare need to be made 
fully autonomous and effective by restructuring 
their respective management boards to ensure 
adequate labour and employer representation and to 
strengthen their tripartite character. Policy-making, 
coordination and monitoring of the functioning of 
these institutions will be entrusted to these tripartite 
boards exclusively. 


Elimination of Gender Discrimination 


18. There is a need to improve the role and 
contribution of women in the labour force and to 
provide them equal opportunities for employment. 
The work places will be made conducive for women 
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workers. The principle of equal pay for work of 
equal value has been adopted, with the ratification 
of ILO Convention 100, to promote gender equality 
in terms of the pay/wage system. 


Workers’ Children’s Education 


19, The existing unjust two-tier system of 
education in the country has created a system of 
apartheid in the society wherein the children of 
low-income groups are effectively deprived of good 
quality education, thus preventing the uplift of 
the deprived classes. Workers’ Welfare Funds and 
Education Cess Funds will be utilised to establish 
quality educational facilities in all districts of the 
country for providing free education up to matric 
and intermediate levels to workers’ children. Also, 
a system of merit scholarship for higher education 
will be put in place. 


Elimination of Child Labour 
and Bonded Labour 


20. The target and activities set out in the 
National Policies and Action Plans to Combat Child 
Labour (May 2000) and for the Abolition of Bonded 
Labour (2001) need to be actively implemented. 
Additionally, Pakistan, by ratifying [LO Convention 
182, has accepted the obligation to enhance age 
limit to 18 years for entering the labour market. 


Workers in the Agriculture Sector 


21. About one half of the employed labour 
force is engaged in the agriculture sector. An 
inter-ministerial committee shall be constituted to 
formulate a package of labour welfare measures for 
the agriculture sector's employees. The committee 
shall make recommendations, in the first instance, 
for the provision of certain benefits to the workers 
in corporate agriculture farming. 


Informal Sector and Home-based Workers 


22. About two-thirds of the non-agriculture 
employed labour force in Pakistan is in informal 
sector. A large number, especially women are 
engaged in home-based work. Currently, the labour 
in the informal as well as the home-based sector 
is not covered by any labour welfare legislation. 
The Labour Policy aims at gradual extension of 


372 THE ECONOMY OF PAKISTAN 


coverage of labour welfare laws to the workers of 
the informal/home-based sector. 


Seasonal Workers 


23. The seasonal workers are generally not 
benefitting from the labour welfare laws. The 
government will take steps to provide appropriate 
social protection to them. 


Regulation of Contract Work 


24. The rights of contract labour in an establish- 
ment will be protected through a written agreement 
between the employer and the contractor, thus 
laying down responsibilities and liabilities of 
either or both of them in this regard. A system of 
licencing of contractors will be introduced so that 
the contract workers are covered by labour laws and 
qualify for labour welfare measures. 


Rights of Workers in the 
Event of Privatisation 


25. The government shall take appropriate 
measures to protect the rights of workers in the 
event of privatisation of the public sector units. 


Challenge of Globalization 


. 26. Globalization is a challenge for the develop- 
ing countries. An interministerial committee shall 
be formed to address issues (such as social account- 
ability) arising out of globalization. 


Labour Welfare Levies 


27. Different channels are operating at present 
for the collection of labour welfare levies and 
distribution of corresponding benefits to the 
employees. Measures will be taken to streamline 
the collection of levies and distribution of benefits 


to save both workers and employers from inconven- 
ience. 


Section 2-A and 27-B 


28, Section 2-A in the Service Tribunal Act 
1973, excludes the workers in the public sector from 
the purview of labour laws/labour courts. Section 
27-B in the Banking Companies Ordinance, 1962, 


prohibits a non-employee to hold the office in th 
execulive of a trade union. These provisions have 
been resisted by the workers and their organisa- 
tions. The government will address the legitimate 
concerns of all the stakeholders. 


Human Resource Development 


29. In order to meet the challenges of a globalized 
economy, an educated and skilled labour force has 
a critical role to play. There is an urgent need to 
strengthen the programme of workers’ training and 
re-skilling in new and multiple trades for facilitating 
entry in the labour markets; both nationally sil 
internationally. The role of Skill Development 


Councils (already established) shall be strengthened 
in this context. 


Occupational Safety and Health 


30. The occupational safety and health of labour 
requires the highest priority. A law covering all the 
workplaces will be enacted and a National Tripartite 
Occupational Safety and Health Council will be 
established to meet the objective of providing 


adequate safety and ensuring compensation to the 
workers. 


Labour Research 


31. Research in labour-related disciplines and 
labour administration training is necessary for 
improvement of the system and upgradation of 
the personnel. Measures shall be taken to promote 
research and training activities on the most modern 
lines to meet the present day requirements. This will 
be achieved by reorganizing the existing research 
and training institutes. 


Labour Market Information System (LMIS) 


32. The formulation and implementation of 
policies needs to be based on comprehensive and 
reliable data and timely information on character- 
istics of the labour force and various features of 
the job market. The Labour Market Information 
System (LMIS) will provide, on a continuous basis, 
information on employment/unemployment, 
job market requirements and future projections 
regarding evolution of the job market. 
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PART II: ACTION PLAN 


Industrial Relations 


33. The Industrial Relations’ Law will be revised 
in light of the provisions of the Constitution of 
the Islamic Republic of Pakistan and International 
Labour Standards to make it fully consistent 
with the internationally recognized labour rights. 
Some of the salient features of the new Industrial 
Relations Ordinance are as under: 

(i) A Tripartite Board of Conciliators shall 
be constituted to conciliate in industrial 
disputes where more than one establish- 
ments are involved or industry-wise trade 
union or a trade union at the national level 
is a party. 

(ii) On failure of conciliation proceedings in an 
industrial dispute in a public utility service, 
the dispute shall be referred for arbitration 
to a Board of Arbitrators. 

The phrase ‘notice of conciliation’ shall be 
substituted to replace ‘notice of strike or 
lockout. 
The tenure of a CBA shall be extended 
from two to three years. 
(v) ‘The Joint Management Board and Works 
Council shall be replaced by a single body, 
namely the Joint Management Council. 
Conviction on heinous criminal offences 
such as theft, physical assault, murder, 
attempt to murder etc., shall be made the 
basis of disqualification of a person from 
being a member or office-bearer of a trade 
union. 
The penalty of imprisonment shall be 
dispensed with under the law relating to 
industrial relations. The amount of fines 
shall, however, be suitably enhanced to 
make the law deterrent. 
(viii) The terms ‘employer, ‘establishment, and 
‘industry’ shall be redefined. 


(iii) 


(iv) 


(vi) 


(vii) 


34. In the context of industrial relations, more 
emphasis will be placed on the promotion of 
bilateralism. The government will take the following 
measures in this regard: 

(i) Support and strengthen initiative/mechanism 

for bilateral cooperation such as WEBCOP 
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based on trust between the employers and 
labour, thus leading to greater efficiency and 
productivity. 

(ii) Workers and employers will be encouraged 
to evolve bipartite codes of conduct at the 
national level and the industry level to 
promote trust and resolve issues bilaterally. 

(iii) The role of the state to act asa facilitator will 
be strengthened. 

(iv) A District Tripartite Labour Committee 
will be set up to pursue a Devolution Power 
Plan to coordinate with different agencies 
at district level to ensure implementation 
of labour laws and different schemes of the 
government relating to labour welfare. 


Consolidation and Rationalization 
of Labour Laws 


35, Currently, there are a large number of labour 
laws and rules and regulations which cover a variety 
of subjects relating to industrial relations. Most of 
these laws are complex and overlapping in scope 
and content. It is proposed to consolidate them into 
the following six categories: 
(a) Law relating to industrial relations. 
(b) Law relating to employment conditions. 
(c) Law relating to wages. 
{d) Law relating to human resource develop- 
ment. 

(e) Law relating to occupational safety and 
health. 

(f) Law relating to labour welfare and social 
safety net. 


Labour Judiciary 


36. The status of the Labour Court will be 
upgraded and given the jurisdiction to adjudicate in 
labour cases as court of first instance. The Labour 
Appellate Tribunals will be abolished and appeal 
apainst the order of the Labour Court shall lie in 
the High Court. 

37. To harmonize labour-employer relationship, 
a Labour Court, while determining the cases 
relating to the termination of workmen, shall also 
have the power to award equitable compensation to 
the aggrieved workers in lieu of reinstatement into 
the service. 
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38. The National Industrial Relations Com- 
mission shall be revamped and its functions and 
performance will be reviewed. 


Consolidation of Employment 


39. The consolidated law relating to conditions 
of employment shail be made applicable to every 
industrial and commercial establishment employing 
ten or more workers. 

40. The law will provide flexible working hours 
to the business community to meet the needs of the 
society. 

41. Pakistan has ratified ILO Convention 182 
which seeks to prohibit and eliminate the worst forms 
of child labour. A child (under the Convention) 
has been defined as a person below the age of 18 
years. Relevant provisions in the new law will be 
incorporated to give effect to ILO Convention 182. 

42. The rights of contract labour in an 
establishment shall be protected by providing 
for an agreement to be recorded in writing by 
the employer with the contractor laying down 
responsibilities and liabilities of either or both of 

them in that respect. 

43. The employers will be encouraged to engage 
workers on contract for peripheral, causal, and 
temporary jobs. A licencing system for contractors 
shall be introduced in this regard. 

44. The fee for registering shops and establish- 
ments as prescribed under the law shall be reviewed 
revised, and refixed. | 


Wages 


45. The Federal Government shall review every 
three years minimum wages of workers in consulta- 
tion with the National Tripartite Minimum Wage 
Council in keeping with economic conditions in the 
country. 

46. Pakistan has ratified Convention 100 con- 
cerning equal pay for men and women for work of 
equal value. A fair wage clause for male and female 


workers will be introduced in the law to give effect 
to the Convention, 


Occupational Safety and Health 


47. The laws relating to occupational safety, 
health and working conditions shall be consolidated 






and updated in the light of the latest development 
in industry and technology. 

48, A National Occupational Safety and Healt}, 
Council shall be established to set OSH standards 
and review them periodically to make the same 
update to meet the needs of the industry. 


Transport Workers 


49. The existing law relating to transport workers 
needs to be updated to provide better protection 
to transport workers alongwith safeguarding the 
interests of the transporters. 


Human Resource Development 


50. A need-based vocational training and human 
resource development programme shall be launched 
to provide vocational training in multiple trades 
for new entrants in the labour market and on-job 
workers, 

51. The law relating to apprenticeship, vocational 
training, rehabilitation of disabled persons, etc., 
shall be consolidated and re-enacted as the Human 
Resource Development Ordinance, to meet the 
challenges of new technology and present and 
future requirement of the industry. The role of 
Skill Development Councils shall be clearly defined 
under the new law. 

52. The institutional arrangement to associate 
employers and workers in human resource develop- 
ment including planning and management of 
vocational training through the Skill Development 
Councils in all the four provinces and the capital 
territory of Islamabad as employers-led autonomous 

organizations will be strengthened. 


Social Insurance 


53. A comprehensive Social Insurance Scheme 
for old-age and health benefits will be introduced on 
self-registration/voluntary basis to allow workers in 
the formal and informal sectors of the economy to 
benefit from it. 


Model Schools for Workers’ Children 


. 54. Workers Welfare Model Schools (up to 
intermediate level) will be established in every 
district of the country to provide education for 
children of workers. These schools will be managed 


by independent tripartite Provincial Board of 
Governors to protect them from political bureau- 


cratic interference. 


Merit Scholarship/Stipend Scheme 


55. A scholarship fund will be established to 
provide merit scholarship to workers’ children 
seeking higher education. A stipend scheme for 
placement of workers’ children in selected quality 
schools and colleges will also be initiated. 


Welfare of Mine Workers 


56. The Mines Act, 1923 and other laws relating 
to welfare of mine workers will be revised to 
provide more amenities to them. Steps will be 
taken to provide on-job training to these workers. 
Measures will also be undertaken to provide more 
safety measures for these workers. The EOBI Social 
Security Schemes and WWF Schemes will be 
extended to the mining sector to provide the much 
needed social protection to the mine workers. 


Institutional Improvement 


57. The Workers Welfare Fund, EOBI, and Social 
Security shall be reorganized and restructured to 
ensure minimum administrative expenditure and 
maximum output and benefits for the employees. 
The Management Boards of these institutions will be 
restructured to provide appropriate representation 
from labour and employers to strengthen their 
tripartite character. 


Labour Welfare Measures by Employers 


58. The employers of large establishment will be 
persuaded to evolve their own programmes for the 
welfare and social protection of their workers. 


Inspection Services 


59, The labour inspection services in the prov- 
inces shall be reorganized and streamlined. 


Labour Market Information System 


60. A labour market information system for 
providing updated labour force statistics and job 
market information shall be developed with the 
technical assistance of ILO and UNDP funding. 
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Research and Training 


61. Research and training facilities will be 
reorganized and better industry/private sector 
linkages will be established to mainstream the 
contribution of research output. 

The above remained a draft Labour Policy 
without implementation. 


SUGGESTIONS FOR 
FUTURE LABOUR POLICY 


The following suggestions have been offered for 
favourable consideration by the concerned au- 
thorities for the formulation of the future labour 
policy: 

1. A critical review of all the previous labour 
policies be carried out to identify the basic 
mistakes and draw appropriate conclusions 
from them. 

2. For every future labour policy, implementa- 
tion machinery be constituted to ensure its 
success. 

3. Abrupt changes in the labour laws be 
avoided. 

4. Academicians be associated with future 
labour policies and various national and 
international labour moots, seminars and 
conferences. 

5. It is essential that every industrial 
concern in Pakistan must take steps to 
ensure that, as a part of the Professional 
Management Development Programme, 
training is imparted to every employee 
of an organization so that runners-up are 
produced and the organization does not 

face setbacks on account of labour turnover 
and resignation of management cadre 
personnel. According to an estimate, only 20 
per cent companies in Pakistan try to have 
runner-ups for higher posts but when that 
time comes, those 20 per cent are also not 
available for replacement. 

It is of paramount importance to under- 
stand that whereas it is easy for loan-giving 
agencies to extend financial assistance to the 
developing countries, they cannot provide 
trained personnel for running these organi- 
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zations and such personnel must be trained 
within the organization by institutionalizing 
the training facilities. 

It is also necessary that institutions, where 
Workers Education Programmes are being 
implemented and Professional Management 
Education is being imparted, should be given 
adequate financial support for enabling them 
to operate their programme smoothly and 
efficiently. 

It is high time that all of us should learn 
to implement the cardinal principle of 
enforcing discipline in our organizations. In 
this context the labour and the management 
must realize that both of them represent 
two wheels of the cart. The existence of 
sound discipline in all the commercial and 
industrial organizations should be accepted 
as a guiding inflexible rule. We all must 
be inspired by the guidance provided by 
the father of our nation: unity, faith, and 
discipline. 

A fairly long time has elapsed since the 
Census of Manufacturing Industries (CMI) 
was published. The government must take 
speedy action and publish comprehensive 
CMI containing information about labour: 
both organized and unorganized sections. 
All industrial concerns must institutionalize 
the system of implementing a preventive 
maintenance policy. In a recent survey of 
34 large industrial engineering concerns, it 
transpired that only one organization was 
following preventive maintenance policy 
and the remaining 33 championed the cause 
of breakdown maintenance policy. 

In the recent past, there has been a 
mushroom growth of legislation governing 
labour in Pakistan. There is a dire need for 


a 


one brief labour code to be developed by 


consolidating and suitably amending the 
previous legislations. 

10. Industrial concerns in Pakistan should be 
encouraged to institutionalize the system 
of Research and Development (R&D) for 
achieving the twin objectives of increasing 
productivity and meeting the challenge of 
future. Besides O&M studies should also 
be initiated for a continuous review of the 
existing organizational structures. 

11, Micro level research based on different 
categories of industries should be initiated 
for developing a yardstick for measuring 
productivity. 

12. Due to inflationary pressure and change in 
objective conditions, there is a need to re- 
view the minimum wages fixed previously 

13. Without prejudice to suggestion 12, further 
increase in wages be linked with productivity 
as this would represent non-inflationary and 
self-financing approach. 

14. There is an urgent need to increase the 
number of factories constituting the Joint 
Management Boards so that the concept of 
co-management is encouraged for ensuring 
harmonious relations between labour and 
management. 


FUTURE LABOUR POLICY 


The present democratic government announced its 
labour policy in 2011. However due to change in 
the Constitution of Pakistan, 1973, labour policies 
will be governed by provinces, which, from time 
to time, will keep on announcing their respective 
labour policies. 
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Islamic Financial System 


Pakistan is trying to introduce various measures 
for the Islamization of her financial system. Those 
measures are contained in Appendix 7 of Annual 
Report 2001-02 of the State Bank of Pakistan and 
reproduced below: 


MEASURES FOR THE ISLAMIZATION 
OF FINANCIAL SYSTEM IN PAKISTAN 


Criteria for Setting up a Scheduled 
Commercial Bank based on the 
Principles of Shariah in the Private Sector 


The State Bank of Pakistan has issued a detailed 
critaria for setting up a scheduled commercial bank 
in the private sector for conducting business based 
on the principles of Shariah. 

Those interested in establishing the Scheduled 
Islamic Commercial Bank have been asked to apply 
to the Director, Banking Supervision Department, 
State Bank of Pakistan, Karachi. Applications 
containing details may be submitted alongwith 
supporting documents, 


Broad criteria for setting up 
a scheduled Islamic commercial bank 


« The proposed bank wil! be a public limited 
company listed on the Stock Exchange. A 
minimum of 50 per cent of the shares shall be 
offered to the general public. 

¢ All financial transactions will be in accordance 
with the injunctions of Shariah. 

¢ The applicants shall indicate the modes of 
finance proposed for raising resources and 
extending financial assistance. 

° The applicants will also indicate the expertise 
and other facilities available with them for 
ensuring compliance of their banking business 
with Shariah. 


© To commence business, the bank shall have a 


minimum paid-up capital of Rs. 1 billion and 
also maintain a minimum capital adequacy 
ratio of 8 per cent at all times, based on risk- 
weighted assets. 
The Sponsor Directors shall subscribe at 
least 15 per cent of the total paid-up capital 
personally. The number of Sponsor Directors 
shall not be less than seven. The amount 
proposed to be subscribed by each Sponsor 
Director is to be indicated. 

The Sponsor Directors would have to declare 
personal net worth, which should not be less 
than the amount to be subscribed by them 
personally. The net worth of each Sponsor 
Director is to be indicated and supported by 
a duly authenticated copy of the latest wealth 
statement filed with the taxation Department. 
In case of the Sponsor Directors residing in 
countries where filing of the wealth statement 
is not a requirement of the law, a certificate 
of personal net worth and general reputation 
issued by an international bank of repute 
would be acceptable. This facility would also 
be available to applicants who have recently 
returned to Pakistan. 

The Sponsor Director(s) subscribing more 
than 5 per cent of the total paid-up capital 
shall clearly indicate their request separately. 
However, such a request should commensurate 
with his net worth. 

The Sponsor Director(s) shall not dispose of 
their shares in any manner whatsoever for 
a minimum period of 3 years and thereafter 
only with the specific written approval of the 
State Bank. 

Foreign investment by the Sponsor Directors 
shall be permissible only if the capital is non- 
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repatriable, but dividends can be remittable 

abroad. 

e An application shall stand disqualified if 
any of the sponsors and/or Directors, their 
spouses or firms; 

— has been convicted by a court of law in 
Pakistan or abroad for a criminal offence; 

— has been associated with any illegal activity 
relating especially to banking business, 
deposit taking, financial dealing and other 
business; 

— has failed to meet his or her obligations 
to banks and other financial institutions. 
They shall furnish names of the banks/DFIs 
alongwith the names of the branches with 
which they have had dealings. Bank reports 
are also required to be submitted; 

— has defaulted in the payment of taxes. They 
shall indicate their National Tax Numbers; 

— is or has been associated as Director/ 
Chief Executive with the corporate bodies 
whose corporate and tax records including 
customs duties, central excise and sales 
tax have been unsatisfactory. Those not 
associated with the corporate bodies would 
be required to indicate their occupation/ 
profession/trade and highlight their 
achievements; 

— in the opinion of the sanctioning authority, 
enjoys an adverse reputation regarding 
integrity and performance. 

¢ Neither person can be a Director in more than 
one financial institution nor one group should 
have more than one bank. 

e Not more than 25 per cent of the Sponsor 
Directors shall be from the same family, 
as defined in Section 5(ff) of the Banking 
Companies Ordinance. 

¢ The Chief Executive would be a professional 
with no adverse reputation regarding his 
integrity and performance and shall require 
prior clearance of the State Bank of Pakistan. 


Documents to be Submitted 
alongwith the Application 


¢ Feasibility study for setting-up the bank, 
including the organization structure and the 
name of the proposed Chief Executive. 


¢ Short-term and long-term business plans. 

¢ Risk management guidelines, plans fo; 
internal control system and scale of authority, 

¢ Working systems and procedures for business 
operations. 

« List of companies/firms and their bankers 
in which the Sponsor Directors and their 
family members, as defined in Section 5(ff) 
of the Banking Companies Ordinance, are 
interested as Directors, Chief Executive, 
Partner, Proprietor or major shareholders 
holding 5 per cent or more shares. 

« Constitution and members of the Shariah 
Board alongwith their brief resume. 


Other requirements 


« The bank, which may be permitted to be 
established, shall be subject to the prevalent 
banking and other laws, rules and directives 
issued by the SBP from time to time. 

e The bank must commence operation within 
six months of the grant of permission. They 
must open at least 5 branches within a period 
of 1 year from the date of permission. 

e ‘The applicant shall deposit Rs. 1 million as 
processing fee alongwith the application. The 
fee so deposited shall be non-refundable. 

« Any incomplete application shall be returned 
and processing fee retained. Resubmission 
would require fresh fee. 


An excerpt from the State Bank of Pakistan Annual 
Report for 2002-03 is reproduced below as an update 
on the above aspects: 


ISLAMIC BANKING 


In a bid to comply with the verdict of Shariah 
Appellant Bench of 1999, the SBP had issued 
detailed guidelines for the establishment of Islami¢ 
Commercial Banks with effect from 1 December 
2001. A licence under these guidelines was issued !© 
Meezan Bank Limited (as a model Islamic Bank #8 
Pakistan) for the commencement of Islamic bankin& 
business in January 2002. 

Additionally, in November 2002, the Banking 
Companies Ordinance (BCO), 1962 was amendé 









to implement the process of Islamization of the 
financial system in parallel with conventional 
banking. Following these amendments, a detailed 
criteria for the establishment of Islamic Commercial 
Banks, Islamic Banking Subsidiaries and/or Stand- 
alone branches for Islamic banking by the existing 
commercial banks was issued vide BPD Circular 
No. 1, dated 1 January 2003. 

Following the issuance of these guidelines, five 
banks applied for permission to establish stand- 
alone branches for Islamic banking, leading to the 
issuance of the first Islamic Banking Branch Licence 
to MCB in May 2003. This branch has started 
commercial business, while the applications of other 
banks were under consideration. 

Annual Report for 2007-08 (Volume I) released 
by State Bank of Pakistan does not contain details 
regarding current developments relating to Islamic 
Financial System. However, the growth of Islamic 
Banks is taking place with steady growing trends. 
The need is to develop a comprehensive policy in 
this respect. 

Volume II is in respect of State Bank of Pakistan 
Annual Performance Review, 2007-08 (pp. 42-44). 

Initiatives taken by State Bank of Pakistan to 
promote Islamic Banking were in the following 
areas: 

a) Strengthening the Shariah Compliance 

Mechanism 
b) Islamic Financial Services Boards Standards 
c) Liquidity Management and SLR eligibility of 
WAPDA and KSEW Sukuk 
d} Accounting and Taxation Issues 
e) Capacity building initiatives. 


Banking Sector Data 


As on 30 June 2011, relevant statistics relating to 
banking sector are as under: 


Rs Trillion 
1. Scheduled banks deposits 5.49 
2. Scheduled banks advances 3.31 
3. Non performing loans 0.58 
4. Lending and deposit rates (% per annum): 
Deposits 04.53 
Advances 13.46 


a 
Source: National Bank of Pakistan Economic Bulletin, May-June 


2012, p. 24. 
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STATUS OF ISLAMIC BANKING 
IN PAKISTAN 


The current status of Islamic Banking in Pakistan 
has been reviewed in State Bank of Pakistan Annual 
Performance Review (2008-09, Vol-II, pp. 51-54). 
Salient features in this respect are summarized 
below. 

1) The Islamic Financial Industry has been 
growing at 1.5 per cent globally for the last 
few years. 

2) Total assets of Islamic Banking Industry in 
Pakistan were Rs. 313 billion at the end of 
June 2009. For the same time, financing and 
investments portfolio was Rs. 194 billions. 

3) The branch network of these full-fledged 
American Banks and twelve conventional 
banks having dedicated Islamic Bank Branches 
increased to 528 branches in June 2009, 

4) Some of the initiatives taken by State Bank of 
Pakistan to promote Islamic Banking include 
the following: 

a) Strengthening the Sharia compliance 
mechanism. 

b) Establishment of Islamic Financial Service 
Board Standards. 

c) Issuance of STR eligible SUKUK. 

d) Capacity-building initiatives. 


The western capitalist system has come under 
stress, though not for the first time. The Occupy 
Wall Street (OWS) movement is spreading globally 
in North America, Europe, Asia, Oceania etc. One 
of the slogans in the USA is ‘Death to the Banker. 
It is generally coming to be felt that interest being 
charged by the banks globally in various shapes— 
usurious rates, compound rates, penal rates etc.— 
has added to the cost of doing business and is 
resulting in high inflation. It has widened the gulf 
between the rich and the poor. 

The rise of Islamic Banking is steadily taking 
place globally. The Constitution of Pakistan 1973 
also contains commitment by the government 
that Riba will be eliminated as soon as possible. 
Although the rise of Islamic Banking is regarded as 
a welcome development, presently the conventional 
banking and Islamic Banking Institutions (1BIs) are 
operating on a parallel basis in Pakistan. 
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SO en 


The data used in this chapter were extracted from 
the Islamic Banking Bulletin released by the Islamic 
Bank Department of the State Bank of Pakistan in 
June 2011. Data relating to economy have been 
extracted from the Pakistan Economic Survey 2010- 
11, released by the Ministry of Finance, Government 
of Pakistan, Islamabad. 


QURANIC GUIDANCE AND THE 
CONSTITUTION OF PAKISTAN 1973 


Quran and Elimination of Interest 


Islam prohibits interest or usury on the rationale 
that since money is not a commodity, it is not 
permissible to trade in it. The giving and receiving 
of Riba (interest) in any transaction, or as a portion 
of any transaction, are expressly and repeatedly 
prohibited in the Holy Quran. 

Under the Constitution of Pakistan, 1973 it 
is obligatory on the part of the Government of 
Pakistan (Article 38 (f)) to eliminate Riba as soon as 
possible. The Government must rise to the occasion 
and meet their Constitutional obligation. 

The 21st-Century Commission for Transformation 
of Financial System was constituted in the State 
Bank of Pakistan. A taskforce was set up in SBP to 
suggest ways and means to eliminate interest from 
Government financial transactions. However, the 
two parallel banking systems, namely Conventional 
and Islamic Banking, have continued till today. 


Riba and the Constitution of Pakistan, 1973 


An excerpt from Article 38 (f) of the Constitution 
of Pakistan, 1973 is quoted below: 

‘The State shall . . . eliminate Riba as early as 
possible. 

There is a need to implement the above article 
of the Constitution so that Riba will be totally 
eliminated from our social and economic life, 
creating a society where dividends can be reaped 
by the common man and all other citizens of our 
country. 


HISTORICAL OVERVIEW AND 
DEVELOPMENT OF IBIs IN 
PAKISTAN 


Historical Overview 


In the past, Pakistan made some efforts to eliminate 
Riba. In this respect, the following table contuins 
Salient features of these efforts: 


State Bank of Pakistan’s Role 


The Islamic Banking Department was established 
in the State Bank of Pakistan. Clear-cut statements 
in respect of vision and mission were announced. 
These are as follows: 


Table 19.1 Efforts to Eliminate Riba from the Socio-Economic Landscape of Pakistan 


Decade Main Efforts 


i 


1970s 


some efforts started with no conspicuous results 


1980s 


1990s 


The 21st Century 


Bold and comprehensive initiatives were undertaken. Pakistan was ranked amongst three countries of the 
world for commencing non-Interest based banking. Various legislative actions (Companies Ordinance, 1984: 
Negotiable Instruments Act, 1882; State Bank Act and Recovery of Loans Laws etc.) were reviewed to bring 
these In line with the tenets of Islam. A new interest-free instrument, namely PTC (Participation Term 
Certificate) for Corporate Financing, was introduced and was later replaced wilh TFC (Term Finance 
Certilicate). Twelve Non-Interest Based instruments (NIB) were announced. In Conventional Banks separate 
interest-free counters were opened on 1 January 1981. For meeting working capital needs of trade an 


industt y Must laraka was introduced on 71 Jul 8 Profi 
‘ ¥ 1982. Profit and loss sharin i in 


aoe 1891, the Federal Shariah Court was established. An announcement was made on 23 December! 
that transactions Involving interest In banks would cease to have effect finally by 30 June 2001. 


My ella for Transformation of Financial System was constituted in the State Bank of Pakistan. A 
askforce was set up In SBP to suggest ways and means to eliminate interest from Government financi@! 





| 
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a. Vision and Mission Statements of SBP 

i. Vision Statement 
‘To transform SBP into a modern and 
dynamic Central Bank, highly professional 
and efficient, fully equipped to play a 
meaningful role on sustainable basis in 
the economic and social development of 
Pakistan. To make Islamic Banking the 
banking of first choice for the providers and 
users of financial services. 

ii. Mission Statement 
‘To promote monetary and financial stability 
and foster a sound and dynamic financial 
system, so as to achieve sustainable and 
equitable economic growth and prosperity 
in Pakistan. To promote and develop the 
Islamic Banking industry in line with best 
international practices, ensuring Shariah 
compliance and transparency. 


b. Vision and Mission Statements of Islamic 
Banking Department of SBP: 
i. Vision Statement 
‘To make Islamic Banking, the Banking of 
first choice for the providers and users of 
financial services. 
ii. Mission Statement 
‘To promote and develop Islamic Banking 
industry with the best international prac- 
tices, ensuring Shariah compliance and 
transparency. 


Table 19.2 Growth of Islamic Banks: Some Important Indicators (December 2003 ta June 2011) 
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Strategy for Islamic Banking in Pakistan 


Globally, two strategies are noteworthy. The first 
is the Revolutionary strategy which Iran followed 
for the introduction of Islamic Banking. The 
second is the Evolutionary strategy which Pakistan 
announced for the introduction of Islamic Banking 
in the country. A similar approach is being followed 
in Indonesia and Malaysia. The State Bank of 
Pakistan has developed the following three-point 
strategy relating to development of Islamic Banking 
in the coyntry: 

a) Full-fledged Islamic Banks are encouraged 
to be established in Pakistan on independent 
footing. The objective was to help develop 
Islamic Banking, away from the parallel run 
of Conventional and Islamic Banking. 

b) The above category of Islamic Banks 
established at (a) above have been permitted 
to establish their subsidiaries throughout 
Pakistan. 

c) The Conventional Banking setups in Pakistan 
were permitted to establish Stand-Alone 
Islamic Banking Branches in Pakistan. 


Accordingly, SBP hoped that through the evolu- 
tionary process, while Islamic and Conventional 
Banks may continue on parallel basis, efforts 
are initiated to introduce Islamic Banking in 
the country. However, as will be shown later in 
the Statistical Analysis, the pace of converting 
Conventional Banks to Islamic Banks is slow. 


(billlon As.) 
Year Total Assets Deposits Net financing investment) 
(December) Tota! Rs. Share of IBls % Total As. Share of IBis % Tata! Rs. Share of IBls % 
2003 13 1 8 1 10 1 
2004 Ad 2 30 1 30 1 
2005 71 2 50 2 48 2 
2006 719 3 a4 3 73 2 
2007 206 4 147 4 138 4 
20098 276 5 202 5 186 a 
2009 366 6 283 6 226 5 
2010 (June) 4it 6.1 330 6.4 206 4.6 
2011 (June) 560 7.3 452 7.6 420 7.0 


Source. tslamic Banking Bulletin, State Bank of Pakistan, June 2011. 
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PERFORMANCE OF IBIS IN PAKISTAN 


The Rise of IBIs 


We have tabulated below the growth of IBIs. The 
three indicators selected include Total Assets, 
Deposits and Net Financing Investment. 

The following conclusions emerge from the above 

table: 

a) IBIs represented 7.3 per cent of banking 
industry of Pakistan. 

b) IBIs share of deposit was 7.6 per cent and the 
share in net financing investment was 7.0 per 
cent of the banking industry. 

c) Shares of all the three indicators have been 
registering a steady rise. This augurs well for 
the future of IBIs. 

The following table presents a concentration analysis 
of Islamic Banks in Pakistan as on 30 June 2011: 


Table 19.3 Concentration Analysis of IBIs Branches by 
Districts 





Name of District Number of Branches % 
Karachi 223 28 
Lahore 133 17 
islamabad 43 05 
Bahawalpur 41 05 
Faisalabad 35 04 
Peshawar d2 04 
Multan 27 04 
Quetta 25 03 

Sub-total 559 70 
Others 240 30 
Tota! 799 100 





There are over 100 districts in Pakistan. Un- 
fortunately, the Islamic Banking Branch Network 
exists only in 73 districts, Therefore, there is a need 
to widen the network branches in every district, 
tehsil and union council of each province of 
Pakistan, particularly in rural areas. The following 
table presents a detailed analysis of the Islamic 
Banking Branch Network. 


Table 19.4 Islamic Banking Branch Network in Pakistan 
ea, 





= Particulars alla a % 
ranches : 
A Islamic Banks 
1. Meezan Bank Lid 232 
2. Al Baraka Islamic Bank 87 
3, Bank Islami Pakistan 70 
4. Dubai Islamic Bank 66 
5. Dawood Islamic Bank Ltd 42 
Sub-total 497 62 
B Istamic Branches of Conventional Banks 
1. Bank Alfalah Lid 80 
2. Faysal Bank Lid 37 
J. Askari Bank Ltd 29 
4, Habib Bank Ltd 22 
5. Bank of Khyber 21 
6, Others 64° 
Sub-tota! 253 32 
C Sub-Branches of IBIs 
1. Bank Islami Pakistan Ltd 32 
2. Dawood Islamic 08 
3. Others Banks og** 
Sub-total “49 6 
Total 799 100 


ee ee 

“Standard Chartered (15), MCB Bank (14), Bank Al Habib (10), 
UBL (7), Soneri Bank (6), NBP (8), Habib Metropolition 
Bank {4}. 

*The Bank of Khyber (3), Al Baraka Istamic Bank (2), Askari Bank 
(2), MCB Bank (2). 

Source: Islamic Banking Bullatin, State Bank of Pakistan, Karachi, 
June 2011 


The growth of IBis branches has been steady, as is 
shown in the following table: 


Table 19.5 Growth of Islamic Banks Branches 
(December 2003 to June 2011) 


Year (December) Number Base Index Number of Times 
2003 17 100 1 
2004 48 300 3 
2005 70 412 qj 
2006 150 B82 9 
2007 269 1,700 17 
2008 515 3,029 30 
2008 651 3,924 38 
2010 (June) 667 4,582 39 
2011 (June) 779 Base Index 47 


Source: stag Banking Bullatin, State Bank of Pakistan, Juné 
11, 


An analysis, based on three categories of IBIs, is 
presented below: 


Table 19.6 Islamic Banking Branches Network as on 


June 2071 
Branches 
Particulars nnGr on 

eee enn eer 
Full Fledged Islamic Banks 497 62 
islamic Branches of Conventional Banks 253 32 
Sub-Branches 49 06 

Tota! 799 100 


Source: {slamic Banking Bulletin, Karachi: State Bank of Pakistan 
dune 20141, Annexure, p. 24. 


Deposits of IBIs 


As on 30 June 2011, a sum of Rs. 452 b represented 
deposits of IBIs. The following table sums up the 
overall position and sources of deposits: 


Table 19.7 Deposits: Islamic Banking Industry as on 30 


June 2011 
Particulars Rs. b %o 
A) Customers Rs. b % 423° 94 
Fixed Deposit 163 39 
Saving Deposit 150 33 
Current Account 108 24 
Non-Remunerative 
Others 02 04 
423° «100 
B) Financial Institutions 29 O6 
Total 452 100 
C) Breakup (Currency-wise) 
Local Currency Deposits 433 96 
Foreign Currency Deposits 19 04 
Total 452 100 


“i 


Customers represent 94 per cent of deposits. 
However, the other source, i.e. financial institutions, 
has yet to be exploited. IBIs coverage from foreign 
currency deposits is very low. This also represents 
an area to be explored to their advantage in future. 


N 
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IBIs Financing 


A sum of Rs. 199.2 b represented IBIs financing as 
on 30 June 2011. The following table presents the 


breakup: 
Table 19.8 IBls Financing Products (30 June 2011) 
eS —————e 
. Products As.b % 
a 
1, Murabaha 90 45 
2. Diminishing Musharakah 63 32 
3. ljarah 23 12 
* Sub-total ; 176 = 8&9 


4. Others (Istisna: Salam, Musharakah, Mudarabah) ese 11 
ae eee nS! SEED 


Total 199.2 100 


Source: islamic Banking Guiletin, Karachi: State Bank of Pakistan, 
June 2011, Table 4, p, 5 


A comparative analysis of IBIs financing based 
on sectoral composition with banking industry is 


tabulated below: 


Table 19.9 IBls Financing: Sectoral Composition (June 


2011} 

S.No. Sector IBls % Industry % 
1. Textile 20.40 17.70 
2. = Individuals 15.80 11.30 
3. nergy: Production & Transmission 8.50 10.10 
4, Chemical & Pharmaceuticals 6.90 3.80 
5. Sugar 4.90 3.20 
6. Cement 3.40 2.20 

Sub-total 59.90 48.30 


7. Other Sectors {including 34.41% 40.10 51.70 
for industry and 17.29% for industry others) 
Total 100 100 


Source: islamic Banking Bulletin, Karachl: State Bank of Pakistan, 
June 2011, Table 5, p. 5. 


Five sectors constituted around 60 per cent of IBIs 
total financing. The textile industry (20.4 per cent) 
was the main beneficiary, followed by individuals 
(15.8 per cent). The remaining main sectors which 
benefited included energy (8.5 per cent), chemical 
and pharmaceuticals (6.9 per cent), sugar (4.9 per 
cent) and cement (3.4 per cent). 

Due to energy crisis in the country, industries 
are operating at lower capacity and thus IBls are in 
difficulty to collect the money lent. 
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Non-Performing Finances (NPFs) of IBIs 


It is generally agreed that NPFs should not ordi- 
narily exceed 4 per cent of advances. Unfortunately, 
this trend is growing and stands unarrested in 
Conventional and Islamic banks. 

The need is to keep it to most minimum level. In 
this respect, the following table presents the position 
as on 30 June 2011: 


Table 19.10 Breakup of NPFs of IBIs as on 30 June 











2011 
S.Na. Products As. b % 
1. Doubtful 2.3 15 
2. Sub-standard 2.2 15 
3. Loss 10.4 70 
Total 14.9 100 





The following table presents time series of NPFs: 








Fable 19.11 l8ls NPFs Time Series 
Period EA 
As. b 
Cecember 2008 3.4 
December 2009 10.0 
December 2010 13.8 
June 2011 14.9 





Source: Islamic Banking Bulletin, Karachi: State Bank of Pakistan, 
June 2011, Table 8, p. 7. 


It is apparent from the above table that NPFs 
are rising. Perhaps due to liquidity problems of 
borrowers, it is becoming difficult to collect the 
money lent. Due to critical shortage of energy and 
uncertain dominating economic policies, NPFs are 
becoming a headache for the banking industry in 
general and also for IBIs. 


IBIs Investments 


A sum of Rs.231 b stood invested by IBIs on 30 June 


201 1. The following table shows the composition of 
investment: 


Table 19.12 (Bts Investments: Composition as on 39 
June 2011) 


S.No. Composition 
= ei, 


1. Federal Govt. Securities 148 64 
2. TFCs, Debentures, Bonds & PTCs 29 13 
3. Fully Paid up Ordinary Shares 2 1 
P Sub-total 179 “78 

4. Others 52 22 
Total 23% 100 


ENE es, 
Source: islamic Banking Bulletin, Karachi: State Bank of Pakistan 
June 2011, Table 6, p. 6. ) 


It is interesting to note that 64 per cent of invest- 
ments stood invested in Federal Government 
Securities. This represents risk-free principal 
with assured and guaranteed rate of return. The 
remaining amount was mentioned to have been 
invested in several products, including debentures 
which is not Shariah-complaint. 

Only 1 per cent was invested in equity shares. 
Currently volumes are thin and trading on Stock 
Exchanges in Pakistan is slow. Available floats of 
blue chips are small and except for a few scripts, 
share prices show declining trends. Some steps have 
been taken by the government to increase volume. 

Highly specialized and magnificently qualified 
professionals are needed to guide IBIs to help 
develop their investment strategies. 


IBIs: Earning and Profitability Analysis 


The following table presents the performance of IBIs 
and the banking industry in three aspects: income, 
expenses, and spread, 


Table 19.13 IBls: Earnings and Profitability as on 30 June 2011 
indicator 





IBis% Industry % 





A) income 


Net Income to Tota! Assets (ROA) 1.60 1.40 
Return on Equity (ROE) 16.50 14.40 
Net Interest Income to Gross Income 82.60 75,90 
Trade & Fx Gains (Losses) to Gross Income 5.30 7.66 


B) Expenses 
—— yr eer 


Operating Expenses to Gross Income 60.90 51.00 
Personne! Expenses to Operating Expenses 36.10 37.20 
C) Spread 


Spread between Financing and Deposit Rate 98.80 6.90 


ee, edie ee eee 





It is apparent from the above table that IBIs have 
performed better than the banking industry based 
on the following three indicators: 

a. Net income to total assets (ROA) 

b. Return on equity (ROE) 

c. Net interest income to gross income 
However, income earned from trade and foreign 
exchange to gross income is lower. This potential 
needs to be tapped and the source of income needs 
to be expanded. 


Table 19.14 Selected Periormance Indicators: IBls and 
Banking Industry as on 30 June 2011 


S.No. Particulars IBIs % Industry % 

3%. CAPITAL 
Capital to Total Assets 9,2 9.4 

2. ASSETS QUALITY RATIO 
NPFs to Financing 7.50 15.30 
Net NPFs to Net Financing 3.20 5.50 
Provisions to NPFs 60.00 67.90 
Net NPFs to tota! Capital 14.30 26.60 


a 


CONCLUSION AND RECOMMENDATIONS 
FOR FUTURE GROWTH 


Suggested Investment Portfolio Mix for IBIs 


In 2010, the then Deputy Governor of State Bank 
of Pakistan, while presenting a keynote address in 
an International Conference in Lahore, outlined the 
three-point strategy for the guidance of IBIs. In this 
respect, suggestions for investment portfolio mix for 
IBIs are as under: 


a) Agriculture Sector 

Agriculture sector has yet to be served by IBIs. It 
constitutes 22 per cent of the GDP of Pakistan. 
However, based on data released by SBP, IBIs 
financing concentration in agri-business as on 30 
June 2011 was only 2.80 per cent of their total 
financing as against 6.10 per cent of the banking 
industry, which is also very low. IBls need to train 
and develop a new breed of bankers to swing into 
action in the rural heart of Pakistan and invest 
in agri-business with particular emphasis on 
small farmers. This way poverty can be reduced, 


agriculture output may attain a quantum jump, 
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exports of agri-based products can be expanded 
to ensure food autarky and help develop a sense of 
confidence on self-sufficiency on the agricultural 
front. It may be noted that agricultural sector has 
four components, as stated in the following table: 


Table 19.15 Agricultural Components in Pakistan 


S.No Component % 
1 Livestock 54 
2. Crops (major and minor) 43 
3. Fish 02 
4, Forestry : 01 
a 
Total 100 


An in-depth study of above can guide the IBIs to 
develop a strategy to select sub-components within 
the above framework. 

There is also a need to develop agro-based 
industries, i.e. tomato paste, potato processing, 
cold storages etc., to which IBIs need to direct their 
efforts for financing. 


b) SME Sector 

It is estimated that total number of SMEs in Pakistan 
is around 3.1 million. Out of this, it is generally 
believed that 2,300 clients are being served in 
terms of financing by IBls. There is an urgent need 
to address SMEs sector and divert their financing 
to it so that employment generation takes place, 
industrial output increases, and poverty is alleviated 
in the short run and eventually eliminated in the 
long run. The outreach to small towns and rural/ 
semi-rural areas should be tapped for achieving 
foregoing laudable objectives. IBIs need to develop 
trained manpower to address the above issues. 


c) Housing Finance 

It is believed that a six million housing units deficit 
exists in Pakistan. There is a need to develop a 
shelter policy in Pakistan so that the untapped 
market be exploited and IBIs may render the 
useful service of diverting their funds to this area 
and thus help meet one of the basic needs of the 
common man. This agenda should be pursued on - 
an immediate basis so that tangible support brings 
some peace of mind to the common man. 
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Forecast 


a) 


b) 


c) 


In the next three years, the opening of 
1,200 branches of Islamic Banks has been 
visualized. The hope is that IBIs will have 
a share of 12 per cent of the total banking 
industry in the course of time. 

By 2013, the total share of Islamic Banking 
industry is forecasted to exceed over Rs.1 
trillion. 

Determined efforts are needed to push 
forward the development of Islamic Banking 
in Pakistan and taper off conventional 
banking. 


Challenges 


The following future challenges are visualized: 


i) 


b) 


Suggestions offered in this chapter can be 
given proper attention for implementation 
to ensure a sound foundation of IBIs in 
Pakistan. 

Differentiated products should be developed. 
Some Islamic Banks have taken correct 
initiatives in this respect. This area needs 
to be logistically well-supported with 
demonstrated results. The challenge is much 
bigger than the efforts being put in. 


c) 


d) 


e) 


f) 


Islamic Banks must show growth with 
profitability. The top management must 
evolve the process to translate the above 
challenges. 

15,000 people are needed in the next 
five years to equip IBIs. In this respect, 
universities in Pakistan must respond to 
this challenge. Curricula must be changed 
in management education. The Higher 
Education Commission should provide 
the lead and motivation in this respect for 
universities to positively respond. 
Sharia-compliant financial services should 
be expanded. Awareness should be created 
in this respect and logistics be developed to 
achieve the above objective. 

The scope of services for users may be 
extended to such areas as micro-finance, 
agriculture, and small and medium 
enterprises. This will widen the base of 
socio-economic development in the country 
and will address the two vital issues in 
our country, namely promotion of self- 
employment opportunities and alleviation 
of poverty. 
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Suggested Economic Strategy for Pakistan 
for the 21st Century 


The world has entered the 21st century with new 
hopes and aspirations. Pakistan, as a developing 
country, faces major economic challenges, e.g. 
low income levels, unemployment, high inflation 
rate, poverty, illiteracy, inadequate infrastructural! 
facilities, heavy debt burden, budget and balance of 
payment deficits etc. 

Our policymakers need to plan and implement 
policies to overcome these problems. Political 
stability will help bring economic stability. In fact, 
the two are indivisible which means that without 
sustained economic growth leading to real improve- 
ment in the quality of the life of the people it would 
be impossible to achieve durable political stability. 

Another weakness of Pakistan's economy is low 
productivity both in agriculture and industry. To 
move out of the vicious circle of poverty, productivity, 
the quality of resources will have to be improved. 


AGRICULTURE 


Agriculture has been the backbone of Pakistan's 
economy ever since the country came into existence 
in 1947, Up until now Pakistan is a predominantly 
rural society with 69 per cent of its population 
living in villages, the majority of which is directly 
dependent on agriculture for a livelihood. In spite 
of an increasing trend towards urbanization, it is 
projected that rural population will still remain 
substantially larger than the urban population 
during the next 2-3 decades. Thus, during at least 
the next 2~3 decades, the key sector of the economy 
will be agriculture. 

While the macroeconomic conditions in Pakistan 
require that the country should be self-sufficient 
in agricultural commodities, it has in fact been 
- importing several tons of wheat and many tons of 


edible oil. Fortunately, there was a bumper crop of 
wheat during 1999-2000 and in some later years and 
Pakistan started exporting it. This situation needs 
immediate attention and the import bill on major 
agricultural commodities for which it has necessary 
physical, human and technological resources should 
be drastically reduced. Strategic planning is the 
crying need of the day. 

The following measures are proposed to accelerate 
agricultural development: 


Rationalize Resources 


The country’s resources need to be rationalized 
through planning. A separate unit should be 
established at the federal level to prepare a data- 
base on natural resources and formulate recom- 
mendations for their use, keeping in view the 
requirements of food, fibre, agro-industry, and 
export trade. The present government is dealing 
with this issue with the help of donor agencies. 


Streamline Management of 
National Agricultural Production System 


There is a need to reorganize the management 
of the agriculture enterprise, aiming particularly 
at reducing the number of agencies involved 
and establishing effective linkage between majol 
components of the system, viz. resource-us¢ 
planning, technology generation and disseminatio™ 
input supplies including credit and marketing 
irrigation, agrometeorology etc. At the grass roots 
level, agriculture officers should be responsible for 
troubleshooting all production problems encounteré 

by the farmers, most of which relate to availabilitY 
of inputs, credit and irrigation supplies, advice 0" 
efficient use of farming resources, and marketing ° 
farm produce. While district agriculture committe 
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exist, in actual fact the farmers are getting very 
little assistance from the officials of the agriculture 
departments in getting their problems resolved. 


Encourage Private Sector 
to provide Goods and Services 


Farmers require support in terms of advice about 
the latest production technologies, supply of inputs 
and marketing of their produce. The following 
development paradigm emerges from the experience 
of past few decades: 

1, Integrate the provision of inputs and supplies 
to the farmers, possibly, through a one 
window operation. 

2, The sale of seed, fertilizer, pesticides and 
agricultural machinery should be conducted 
entirely through private sector cooperatives 
or individual entrepreneurs. Efforts should be 
made either to establish large stores selling all 
the inputs or to locate shops selling different 
agricultural inputs in the same area so that 
farmers could get their.requirements from 
one location. Public sector agencies should 
be responsible to ensure that (a) sufficient 
quantities of inputs are available to meet the 
overall national requirements; (b) an efficient 
system of distribution is in place to prevent 
any shortages at the crucial crop production 
stages; and (c) the products being sold to 
the farmers conform to prescribed quality 
standards. 

3. Suppliers of agricultural inputs should 
be required to engage qualified staff with 
training in the proper use of inputs. For this, 
short-term diploma courses can be organized 
in agricultural training institutions. The 
suppliers should be able to advise the farmers 
on procedures for a safe and efficient use of 
their products and provide relevant literature. 
Suppliers should also remain in regular contact 
with the research institutions and extension 
services, to acquire latest information about 

products which they market. 

4, Private sector services for special operations, 
e.g. rice nursery production and trans- 
plantation, crop protection, and mechanized 
harvesting, are still not properly organized. 
Availability of such services will bring about 
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efficiency in agricultural production and 
provide the much needed labour-saving 
devices at peak periods. 

5. Farmers need advice about the most re- 
munerative and sustainable options for the 
utilization of their available resources of land 
and water. Agricultural extension services 
should be fully equipped with the information 
on most appropriate land utilization systems 
for different areas and the relevant production 
technologies and should widely disseminate 
this information. 

6. Public sector extension agencies have generally 
not been efficient. The private sector can be 
encouraged to establish seed production and 
adaptive research farms in different parts 
of the country where they can verify and 
demonstrate their technology and provide 
advice to the farmers for a fee. The private 
sector should be able to do a more effective 
job in disseminating information to farmers 
because their survival in business would 
depend on farmers’ making higher net profits 
as a result of the advice provided. 


Making Villages Liveable 


The lack of basic amenities of life results in large 
migration from villages to cities. Therefore, the 
social structure and infrastructure of villages needs 
to be improved. Hence, the agriculture needs 
transformation from a traditional way of life to a 
modern industry to bring about a major economic 
uplift in rural areas. Such a change can be brought 
about only by educated, hardworking, and ambitious 
youth. 


Organize Selected Maximization 
Programmes 


Due to the complexity of agricultural production 
system, its reorganization and improvement within 
a short period may not be possible. However, 
different agroecological regions of Pakistan 
specialize in specific crops like wheat, cotton, rice, 
maize, sugarcane, and fruits. Research institutions 
specializing in these commodities are conveniently 
located within these regions. It would, therefore, be 
relatively easy to organize individual commodity 
maximization programmes in these regions under 


390 THE ECONOMY OF PAKISTAN 


RRR ee 


technical guidance of the respective research 
institutes. Similar campaigns can be organized for 
other commodities too, depending on the resource 
endowment of different areas. 


Discourage Absentee Landlords 


One of the major problems of Pakistan's agriculture 
is a large percentage of absentee landlords, who 
neither live in villages nor effectively participate 
in decision making in agricultural operation. 
Therefore, strong emphasis needs to be given during 
policy formulation to ensure that those actually 
responsible for agricultural production live in rural 
areas close to their farms and preferably work on 
the land themselves. 


Improve Management of 
the Irrigation System 


The irrigated plains, which contribute almost 90 per 
cent of agricultural GDP, constitute the backbone 
of Pakistan's agriculture. However, due to increased 
political interference and inefficiency in the irriga- 
tion department, there is inequitable distribution 
of water which leads to inefficient utilization of 
precious water. It is, therefore, required that there 
should be appropriate linkage of the irrigation and 
agricultural activities for the operation and mainte- 
nance of the tertiary irrigation structure and water 
distribution. The Government of Punjab has taken 
some measures but more efforts are needed to 
ensure substainable improvement. 


Upgrade Education, Research, 
and Extension Systems 


There is an urgent need to upgrade the whole 
technology system for agricultural development 
which consists of education, research and extension. 
The quality of agricultural eduction is fundamental 
to meaningful agricultural development. Any 
development in research, extension or management 
without a prior improvement in quality and 
relevance of agricultural education to the country’s 
needs are likely to be short lived and not sustainable. 
Pay-off from viable research programmes is indeed 
very high. However, this requires highly skilled 
research managers who can plan the programme 
, Well and create a working environment to stimulate 
the scientists to be innovative. 


. In order to achieve self-sufficiency in agriculture 
it is necessary that agriculture emerges as r 
industry. 


INDUSTRY 


Pakistan is undoubtedly an agricultural economy 
and so were most of the countries of the world when 
they were in their initial stages of development. 
But the countries which depended on agriculture 
alone are the poorest, because agricultural products 
are valued far less than the prices of manufactured 
items, and also because household expenditure on 
industrial goods is increasing much faster than the 
demand for food. 

Since 1947, industrial growth in Pakistan has 
been highly impressive. Starting with virtually 
nothing, by the end of the sixties, Pakistan had 
developed a substantial industrial base. While the 
quantitative progress has been the remarkable, 
the quality of industrialization has been be set by 
a number of problems. These problems must he 
tackled effectively and efficiently to attain a positive 
consistent growth in industrialization. 

To accelerate the pace of industrialization, the 
following strategy and targets are suggested: 


Public Sector 


There must be a limited share of public sector in 
manufacturing or direct industrial projects. The 
major investment required from public sector of an 
economy like Pakistan must be in the development 
of the infrastructure of the economy. If a country 
like Pakistan having low labour and input costs 
develops an infrastructure this will serve as a major 
base for the foreign investors as well as the local 
investors to invest in Pakistan, The public sector 
should only be directed to those sectors where the 
private investors are hesitant to invest in initial 
stages of manufacturing. 


Maintenance of Law and Order 


A crucial issue that needs our utmost attention is 
the deteriorating law and order situation in the 
country. The problem of smuggling, insecurity, 
and increasing lawlessness around the business 
centres makes it very difficult for the foreigners 
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as well as local investors to risk their investment 
on long-term basis. The government must use its 
powerful resources for improving the law and order 
situation in the country. This will ensure security 
and confidence of business to make investments. 


Private Sector 


Although there is a substantial increase in the 
private sector's investment in industry, compared to 
the past, but it is always necessary that the private 
sector continue to take up challenges in the process 
of manufacturing. The government must formulate 
such policies and programmes which serve as a 
necessary incentive for the private sectors encour- 
agement towards investment in this sector. Prudent 
monetary, fiscal, commercial and credit policies 
always serve as ingredients of a stable financial 
environment for investment decision. 


Foreign Private Investment 


Foreign private investment in Pakistan needs 
to be increased. In a world, where technology, 
marketing and finance keep touching new heights 
of sophistication, an important quick course left 
to developing countries for sharing this strategic 
knowledge stream is by inducting foreign investors. 
The foreign investors can be drawn, firstly, through 
direct advantages offered to them and, secondly, 
through their induction of dynamic domestic 
industries. They may be allowed to enjoy the 
organizational flexibility of entering an investment 
field directly or collaborate with public or private 
sector. The policies to attract private investors must 
be re-examined to encourage investment. 

Some of the key factors that provide incentives 

for foreign investment are: 

1. Simplifying permissions or sanctions for 
making investment. 

>. Liberal tax concessions in terms of import 
duties, surcharges and tax holidays must be 
given. 

3. Income tax rates must be calculated at 
different rates realizing the importance of the 
foreign investment in that particular sector. 
An important factor is the environment for 
long-term investment. 


Small-scale Industries 


Small-scale industries in Pakistan require further 
encouragement from the government. This sector 
can help reduce the unemployment figures in the 
country. The governments must direct the public 
sector towards the improvement and development 
of the small-scale industries, since these industries 
require less capital and results can be achieved 
in a short-term period. Some of the measures for 
improvement of small-scale industries are suggested 
below: 

1. A larger credit ceiling must be set by the 
central bank. 

4. Commercial banks and DFIs should simplify 
their procedures for the disbursement of 
credit to small investors. 

3. Location restrictions must be relaxed to 
allow the expansion of small-scale and light 
engineering industries. 

4, Measures must be taken to create linkages 
between domestic and foreign markets 
through export houses. 


Research and Technology 


Research plays an important role in the development 
of new products and efficient production of existing 
ones. The modernization of industrial processes and 
adapting to new technology are vital for industrial 
development. For this purpose, research must be 
conducted by the public and private sectors for the 
feasibility and profitability of projects within the 
country and their impact on international markets. 


INFRASTRUCTURAL SERVICES 


The development of infrastructure is an important 
area for the government. If the government can 
achieve these targets, the economy will automatically 
move towards development through public, private, 
as well as foreign investment in the country. Thus, it 
is imperative for the government to utilize resources 
efficiently for infrastructural development. Some 
important steps are suggested below: 
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Energy 


in order to overcome the shortage of energy 
resources, the following policies or programmes 
are suggested: 

1, Electricity supply be substantially increased by 
building new dams. Energy losses be decreas- 
ed during various operations of production, 
transmission and distribution of electricity. 

2. Load-shedding be eliminated in order to 
retain the projected growth of different sectors 
of the economy. 

3. Exploration and development of domestic oil, 
coal, gas, hydroelectric (hydel), and renewable 
resources be increased quickly. 

4, The use of indigenous fuels like coal and gas 
in power generation and other sectors be 
encouraged to reduce the high cost of their 
import. 

5. An efficient load-management system be 
established for the optimum use of generated 
power, 

6. The financial resources and expertise of the 
private sector be mobilised for the energy 
development and production. 

7. The financial capacity of government organi- 
zations be strengthened so that their invest- 
ment programmes can become self-financed. 

8. There must be rational energy consumption 
charges, and structural anomalies be removed 
so that the public appreciates the policies and 
programmes initiated by the government. 

9. Necessary incentives for energy conservation 
and substitution of different fuels be given to 
the public. 


Transport and Communication 


Economic development and the consequent demand 
for mobility increases pressure on transport and 
communication. However, the transport and 
communication sector has not been given adequate 
priority in the past. To improve the transport 
and communication services, the following are 
suggested: 

1. A proper division of inland freight traffic 
between rail and road networks. The railways 
must carry long lead traffic and the roads 
short lead traffic. 


2. ‘This significant shift of freight traffic will 
reduce the relative transportation costs. 

3. In order to restore the optimum capacity 
in railways, the backlog of replacement and 
renewal of assets must be cleared. 

4. The highway development programme must 
be broadened by the induction of private 
sector and the realization of road user 
charges. 

5. Toll roads must be developed on the 
National Highway for construction of new 
sections or improvement of existing roads. 

6. The highway maintenance system must be 
modernized and its budget be rationalized. 

7. Port facilities must be developed for 
container traffic with the help of dry ports 
and bonded warehouses. 

8. The private sector must be given incentives 
for roads, transport, and shipping sub- 
sectors. 

9. The domestic aviation services in private 
sector must be examined and improved to 
meet international challenges. 

10. The private sector must also be inducted 
for further development of telegraph and 
telephone departments. 


Education and Training 


In order to improve the standard of education and 
the quality of skilled personnel, the following steps 
are suggested: 

I. The resource base for education must be 
broadened. 

2. The access to primary education must be 
universalized for all children living in rural 
and urban areas, 

3. The quality of education at all levels must be 
improved, particularly higher (university) 
education. Some steps have recently been 
taken in this respect. 

4, Research and development programmes must 
be properly financed and be made compulsory 
for all university students. 

5. Technical and vocational training programmes 
must be properly planned and prove effective 
for the required training and development of 
professionals, 


i 
1 

i 
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Health and Nutrition 


The government must improve the quality of 
existing health services in addition to increasing 
them. Some of the major policy directions are: 

1, The quality of health care at all levels must 
be improved. 

2. Outreach services must be given through 
trained health auxiliaries. 

3, A nationwide school health service must be 
introduced. 

4, Emergency and allied services must be 
improved. 

5. Fertility regulation must be a focal point of 
primary health care. 

6. Employment must be provided to all 
categories of health personnel in the public 
and private sectors, 

7. The imbalances in health manpower develop- 
ment will be removed with special emphasis 
on enhanced output of specialists, nurses, 
and paramedics. 

8. Health insurance must be introduced to 
cover critical illnesses. 

9. The managerial capacity of the public health 
system must be improved. 

10. The provision of primary health care centres 
in urban areas be introduced to reduce 
congestion in hospitals and to improve 
specialized care at these hospitals. 


RESOURCE MOBILIZATION 
AND PUBLIC FINANCE 


Although the economy has shown impressive 
growth during the last years, this growth has 
not been translated into budgetary resources for 
financing development. This has created serious 
structural imbalances in public finances. The 
inelasticity of the tax structure has meant that 
additional taxation measures have been required 
each year. However, the revenues generated have 
not been adequate to cover the rapidly growing 
current expenditures. In recent years, the deficits in 
the current budget have been growing, compelling 
the government to borrow not only for financing 
its development programme but also for a part 
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of its non-developmental expenditures, thereby 
increasing its overall debt servicing liability. This 
situation cannot be sustained for long. We have 
to make efforts for restructuring the fiscal system 
at all levels—federal, provincial and local—in 
order to reduce the growing budgetary deficits and 
consequent dependence on internal and external 
borrowing in the future. 

There are two ways through which resources can 
be mobilized: 

1. Internal Resources 

2. External Resources 


1. Internal Resources 


Resources can be mobilized internally by two 
methods: 

(a} Voluntary savings 

(b) Involuntary savings 


(a) Voluntary Savings 

The task of voluntary savings is crucial and this 
can be done through moral suasion and active 
government participation. The government 
should provide necessary incentives to Increase 
savings through various policies and programmes. 
The government should also develop its financial 
sector so that it can act as an efficient instrument 
for mobilizing resources. 


(b) Involuntary Savings 

The tax system occupies the most important place 
in the socio-economic aspect of a country, i.e. to 
mobilize its internal resources. These resources 
are channelized for development purposes by the 
government. Pakistan has imposed various direct 
and indirect taxes for raising revenue. These 
include custom duties, excise duties, income tax, 
taxes on sales and purchases, terminal taxes, and 
surcharges etc. 

Besides tax revenue, the government also 
collects non-tax revenue. However, in Pakistan 
unfortunately we have always fallen short of 
revenue and the government has to resort 
to external resources for accomplishing its 
projects. 
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Suggested Directions 


There is an urgent need for the government to 
revamp the whole tax system. The following should 
govern the principles of taxation in Pakistan: 

(i) Everyone must pay income tax, irrespective 
of nature and source of income. 

(ii) The tax system must practically narrow 
down the gap between rich and poor. 

(iii) A revenue resource mobilization strategy 
must ensure that current expenditure is 
fully met out of current revenues and that 
enough funds are available to finance the 
annual development plan. 

(iv) Sufficient incentives for substantial 
increase in agricultural, industrial, and 
infrastructure must exist. 

(v} The economy should be documented to 
pave the way for collection of taxes. 

(vi) Public accountability of taxpayers, govern- 
ment officials and potential assessees etc. 
must be institutionalized. 

(vii) Tax system must lend credibility to govern- 
ment. 

(viii) Tax rates should be lower thereby drawing 
a larger number of assessees. 

(ix) Tax leakages be identified and dealt with 
heavy financial penalties. 

(x) A national drive for payment of taxes 
should be undertaken to ensure its accept- 
ability. 

(xi) A successful approach for expanding value 
added tax (VAT) needs to be followed. 


Tax Amnesty Schemes and Tax Survey were started 
by the previous government. These steps were in 
the right direction. Their implementation resulted 
in higher revenue generation. 


2. External Resources 


External resources include grants, loans, and foreign 
aid of various types. Since the internal resources 
are inadequate to meet government expenditure, 
there is a reliance on foreign assistance. For this 
purpose, loans have been taken from IME, IBRD, 
and various developed countries. However, these 
loans are advanced on strict terms and conditions. 
Since most of the loans are tied, these loans are 
eutilized according to the will of the donor countries. 


As a result, the required benefits from such loans 
are not always achieved. To reduce the outstanding 
debt burden, there is a need to adopt policies of 
self-reliance and dependence on foreign loans be 
discouraged. 


BALANCE OF PAYMENTS (BOPs) 


One of the major problems confronting Pakistan is 

the deficit in the Balance of Payments (BOPs). 

To overcome the balance of payments problem 
is dependant on a sound policy of macroeconomic 
management, implementation of structural reforms 
in the key trade-related sectors, and adopting a 
more aggressive export led growth strategy. Rapid 
and sustained improvements in export performance 
combined with efficient import substitution will 
need to be supported by policies which help 
restructure and reorient growth towards a more 
dynamic export sector. This will be essential to 
finance the required increase in investment and 
essential imports while maintaining prudent 
external debt levels. 

Action in four broad areas is required to achieve 
these objectives: 

1. In agriculture, a substantial improvement in 
yields, product quality, marketing efficiency, 
and the development of a complete support 
system for the grower to exploit fully the 
potential for exports of high value agricultural 
commodities will be required. 

. In industry, the enactment of a more efficient 
set of pricing and trade incentives aimed at 
fostering greater competitive efficiency are 
necessary. This will call for a reorientation of 
the structure of incentives towards exports: 
combined with measures aimed at improving 
the domestic policy environment through 
further deregulation and reductions in sanc- 
tioning requirements to stimulate internal 
competition and create a more flexible and 
resilient industrial structure. 

3. In the energy sector, continued rationalization 
of domestic energy prices and intensified 
conservation efforts should take place t© 
provide incentives for the exploration and 
development of domestic energy resources 
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while containing the demand for energy and 
oil imports. 

4. In the area of trade policies, an active 
exchange rate policy guided by the need to 
accelerate the flow of exports and diversify 
its composition and restrain imports to 
essentials, combined with the establishment 
of a ‘free trade’ status for exporters and the 
extension of these incentives to indirect 
exporters is needed. 


Suggestions to improve 
the Balance of Payments (BOPs) 


Reaffirming that efficient export led growth 
can make a significant contribution to reducing 
Pakistan's trade deficit and external financing needs, 
the measures which the government can adopt are 
suggested below: 

1. A high priority for improvement in export 
unit values and export quality through 
enhanced fiscal concession, the development 
of technology institutions, and trade houses; 

2. A more effective and comprehensive system of 
export expansion; 

3, A fundamental change in export policy for 
textiles so as to maximize value addition; 

4, Easy access to imported raw materials and 
modern machinery to facilitate quick mod- 
ernization and technical upgrading of export 
industry and improving quality standards; 

5. An improved access to credit for exporters 
through the establishment of an Export Credit 
Wing in the State Bank of Pakistan. A greater 
emphasis on product design and marketing 
strategies by enhancing financial resources of 
the Export Market Development Fund; 

6. Special steps to accelerate the development 
and modernization of the powerloom sector; 
stimulating export competition through the 
induction of the private sector in the export 
of rice and cotton; 

7, Removal of all restrictions on the textile sector 
including permission for the free import of 
high quality yarn; 

8. Forging a closer link between export and 
import flows through trade diplomacy and 
special incentives for the export of engineering 
goods; 


9. Establishment of efficient mechanisms for 
implementing and monitoring export-specific 
measures. 


Returning Migrants 


Pakistan has consistently faced a decline in out- 
migration since 1981. During the decline of oil 
revenues, there was a decline in the total demand 
for labour in the Middle East. As the employment 
situation depends rather crucially on migration, 
unemployment has been understated. It is therefore 
essential that policies should be designed for 
returning migrants, i.e. for their training as well as 
their absorption in the proposed Export Processing 
Zones (EPZ). In this way, the growing burden 
of unemployment can be reduced and returned 
migrants will find a better standard of living in 
Pakistan. 


FINANCIAL SECTOR 


The financial sector in Pakistan has shown impressive 
growth over the years. Financial savings, both bank 
deposits and saving schemes have increased. Bank 
deposits have continued to rise by 10 per cent per 
year in real terms and the number of depositors 
at present is equal to about one-fifth of the total 
population. Despite the phenomenal growth in 
this sector, there are some institutional and policy 
problems which have to be resolved to improve its 
efficiency in allocation of financial resources. In 
particular, improvements are needed in government 
debt management, the system of credit allocation, 
the efficiency of banking system and the operation 
of capital market. 

With the persistent growth of financial sector, 
it is, however, required that government must also 
play an active role in strengthening these financial 
institutions and exposing those with ulterior 
motives. Some suggestions for strengthening of 
these institutions are: 

1. The country witnessed the collapse of some 
seemingly very strong financial institutions, 
such as Taj Company Cooperative Societies, 
Mehran Bank, and other financial companies 
etc., where people lost a lot of their money 
at the hands of embezzlers. Therefore, 
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necessary precautions must be taken by the 
government to avoid such scandals as these 
prove to be a disincentive to save, especially 
among the middle and low income groups. 

2. The increase in money supply must be closely 
monitored by the government on the one 
hand, and on the other hand, government 
sector deficit should be curtailed which is 
for most of the time financed by the financial 
sector because it is the major cause of 
inflation in Pakistan. 

3. Monetary policy has been ineffective due 
to the non-responsiveness of institutions to 
the policy actions. There is a need to rethink 
the issue and adopt thase policy measures 
which wiil bring desired results. An initiative 
towards this end has already been taken 
by State Bank of Pakistan in the form of 
prudential regulations. 

4. Establishing an auction market for Short- 
Term Treasury Bills and Long-Term Federal 
Investment Bonds, The creation of a second- 
ary market in the government securities, 
providing market related return on securi- 
ties. 

5. Improvements in domestic debt manage- 
ment and in institutional strengthening of 
the State Bank. 

6. Further steps to be taken to improve the 
working and capital base of the nationalized 
commercial banks and other financial 
institutions, including implementation of 
improved prudential regulations. 

7. In order to improve operational efficiency, a 
charter of DFIs is required to be prepared. 
It increases their autonomy by giving full 
powers of loan sanction and write off etc. to 
the Board of Directors of DFIs. 

8. There are widespread complaints regarding 
the misuse of concessions, in case of 
agricultural loans and credit for export and 
purchase of locally manufactured machinery. 

It is necessary to review these subsidies, 
reduce them, and provide safeguards against 
their abuse. 

9. The legal system for debt recovery should 
be reviewed to make it more effective. Cases 
of defaults by corporate sector should not 
be allowed to linger on and debt should be 
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recovered by ‘disposal of their assets and 
unrecoverable debts should be written off 
10. The regulation and supervision of the 
capital market must be strengthened. The 
accounting and auditing of the corporate 
sector also requires improvement. The 
lowering of real interest rates on government 
borrowing should help the capital market. 


ECONOMIC POLICY FRAMEWORK: 
SUGGESTED DIRECTION sien 


The Government of Pakistan agreed upon a policy 
framework paper with the IMF. This required 
excellent macroeconomic performance, structural 
changes, a firm commitment to medium-term policy 
framework, and external financing requirements 
including technical assistance requirements. This is 
suggested to be followed on continuing long-term 
basis. 

This policy framework paper, released on 
22 January 1999, was placed before the National 
Assembly of Pakistan by the Federal Finance 


Minister. The text of the Economic Policy Framework 
is given below: 


Introduction 


1, Pakistan is determined to sustain real economic 
growth of 5 per cent or more over the medium- 
term in order to create employment opportunities 
for a rapidly growing population, improve social 
indicators and substantially increase per capita 
income. A sustained high rate of economic growth is 
predicted on macroeconomic stabilization policies, 
anchored on wide-ranging structural reforms, to 
lay the foundation for an environment of financial 
stability and external payments viability. These 
policies are being implemented in the context of a 
three-year programme for the period 1 July 1997 
to 30 June 2000, formulated in consultation with 
the IMF and the World Bank. In support of this 
programme, the government intends to request 
financial assistance under the second year of the 
Fund's Enhanced Structural Adjustment Facility 
(ESAF) combined with use of Fund resources 
under the Extended Fund Facility (EFF) as well as 
financial support from the World Bank, the Asian 
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Development Bank (ADB), and bilateral donors and 
restructuring of Pakistan's external debt. 

2. The economic performance had begun to 
show signs of stability and growth through most of 
1997/98, and Pakistan was on its way to achieving 
the ESAF/EEFF targets for 1997/98. Most notably, 
the economy witnessed stronger GDP growth, lower 
inflation, and a major contraction in the external 
current account deficit. However, following the 
developments of May 1998 and the subsequent 
bilateral sanctions and suspension of new non- 
humanitarian assistance from the international 
financial institutions, the balance of payments 
deteriorated significantly, and the effective imple- 
mentation of several structural reform measures 
envisaged under the programme at the time of its 
inception was adversely affected. While significant 
progress was made in the area of financial sector 
reform and experience gained in developing the 
foreign exchange inter-bank market, delays were 
faced in public enterprise restructuring, tax reform, 
and privatization of financial institutions and 
industrial units. One of the key challenges is to bring 
the economy back on the path to sustained growth 
and financial stability and reduce vulnerability to 
external influences. 


Macroeconomic Development 
and Structural Policy Issues 


A. Macroeconomic Performance 


3, Pakistan's economic performance in the 1990s 
reflects the combined impact of exogenous, structural, 
and policy factors. The economy is dependent on 
agricultural output which continues to remain 
volatile, reflecting its vulnerability to poor weather 
conditions and cotton plant diseases. Fluctuations in 
the harvests of major agricultural crops have had an 
adverse bearing on the performance of the related 
large-scale manufacturing and trade sectors. These 
exogenous factors aggravated the impact of deep- 
rooted structural impediments to growth, such as 
low saving and investment, inefficiencies in financial 
intermediation, and underdeveloped social and 
economic infrastructure. Pakistan's 1990 experience 
also clearly demonstrates how slippage in reform 
implementation and relaxation of macroeconomic 
discipline frustrated efforts to reinvigorate economic 
growth on a sustained basis. 
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4. The thrust of policies initiated by the govern- 
ment in early 1997 was to reverse the declining 
trend in economic activity and contain macro- 
economic imbalances. In 1997/98, the economy 
experienced real GDP growth of 5.4 per cent, 
reflecting favourable performance of agriculture 
and its contribution to expansion in large-scale 
manufacturing as well as recovery in other industrial 
sectors. Strong growth and prudent fiscal and 
monetary policies contributed to lowering of 
inflation to 7.8 per cent. The budget deficit was 
contained at 5.5 per cent of GDP. A substantial 
improvement in the external current account also 
took place, but it was more than offset by a weak 
capital account performance after the developments 
of May 1998. Accordingly, gross official reserves 
declined significantly. 

5. Following the nuclear related sanctions of May 
1998, financial conditions deteriorated as a result of 
loss of investor confidence, decline in private capital 
inflows, imposition of economic sanctions, and the 
suspension of new official bilateral and multilateral 
disbursements for non-humanitarian purposes. In 
response, the government took several measures 
to contain the threat of imminent balance of 
payments difficulties and sustain domestic economic 
activity. In the fiscal area, it raised retail gasoline 
prices by 25 per cent and revised the structure of 
tariffs on telephone calls. Simultaneously, planned 
development expenditure was also reduced. In 
addition to the fiscal measures described above, the 
government devalued the rupee vis-a-vis the US 
dollar by 4.2 per cent on 26 June 1998. This was 
reinforced by a subsequent decisive move toward a 

market-determined exchange rate system (exchange 
rate float in the inter-bank market), which resulted 
in further depreciation of the Pakistani rupee. 
In the aftermath of the freeze on withdrawal in 
foreign exchange of the foreign currency deposits, 
the SBP temporarily reduced reserve and liquidity 
requirements to protect the liquidity of the banking 
system. 

6. Notwithstanding these measures, the economy 
remained vulnerable. In the initial periods of 
1998/99, there was substantial compression in 
imports, official external reserves declined to 
US$450 million (three weeks of imports) by end- 
October and external payments arrears accumulated 
to US$1.4 billion on both current and capital 
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accounts. However, the adverse impact of these 
developments on economic growth was partially 
contained due to the commendable performance of 
the agriculture sector. 

7. The slow down in growth and compression of 
imports adversely affected budgetary revenues and 

despite the additional fiscal measures discussed 
above, the budgetary deficit widened in the first 
quarter of 1998/99. Moreover, a new electricity 
subsidy for household consumers introduced in 
October was estimated to have a budgetary cost of 
Rs. 8.2 billion in 1998/99. The electricity subsidy 
was phased-out in two stages by September 1999. 
A sustainable improvement in Pakistan's economic 
performance would require vigorous efforts to 
contain the impact of recent adverse external 

developments and overcome the key structural 

impediments to growth. In response to these 

challenges, the government's economic strategy 
has emphasized an acceleration and broadening 

of the structural reforms, particularly in the areas 

of agricultural policy, tax administration and tax 

policy, government and public enterprise restructur- 

ing, containment of non-essential expenditures, 

austerity, and self-reliance promotion of exports. 


B. Key Structural Issues 


8. The recent progress in achieving structural 
reforms in a number of areas has been tremendous. 
In early 1997, the Parliament approved key 
legislation for financial sector reforms, including 
increased autonomy for the State Bank of Pakistan 
and improvements in governance and public 
accountability. An important change was introduced 
in the revenue sharing arrangement between the 
provinces and the federal government, whereby 
all federally collected taxes are included in the 
Divisible Pool at the ratio of 62.5 per cent and 37.5 
per cent of the net taxes are shared between the 
federal and provincial governments respectively, 
thereby removing the disincentives for jaxation 
and tariff reforms. The maximum import tariff 
was brought down, regulatory duty was eliminated 
for most imports, tariff structure was simplified 
and the GST net was extended to several areas 
ahead of the schedule agreed upon earlier with the 
fund. The State Bank took a number of measures 
to strengthen prudential regulations, improve the 





capital base of the nationalized banking system 
redress administrative weaknesses in the financial 
institutions, intensify loan recovery, rationalize 
staffing and branch network, and in general improve _| 
the process of financial intermediation. The total | 
cost of the restructuring operation of the public : 
sector financial institutions amounted to Rs. 30.7 
billion, which was financed mainly by a World Bank 

loan. In the loan recovery area, a total of about 

Rs. 33.3 billion was recovered in cash by banks from 

loan defaulters during 1997-98. The implementation 

of the new loan recovery law (Banking Companies 

Act, 1997) is being made more effective, particularly 

to improve the transparency and effectiveness of the ] 
banking courts. Monetary policy was increasingly 
conducted with market-based instruments, interest 

rate policy was liberalized, financial discipline was 
imposed and new lending was carried out on a 
prudent basis. 

9. However, progress was less satisfactory in | 
the fiscal policy area and privatization. A narrow 
revenue base and lack of buoyancy in tax revenues 
have been perhaps the most important factors - 
undermining Pakistan’s effort to reduce the fiscal | 
deficit and enhance financial stability. Resource 
mobilization has been inadequate and the tax 
to GDP ratio has showed little improvement. 
Expansion in the base of the GST has been slow, its | 
administration is far from complete and difficulties | 
persist in enforcing broad-based and revenue 
productive consumption tax. Progress in income tax 
reforms | 
remains unsatisfactory, particularly in the agricul- 
tural sector which is undertaxed. These weaknesses ; 
in revenue generating efforts have been compounded | 
by rapid increase in debt payment obligations. 4 
Interest and defence expenditures together account | 
for 54 per cent of the total budgetary outlays, thus 
undermining the government's ability to maintain a 
level of capital and social expenditures that would be 7. 
consistent with the requirements of higher growth 
and social welfare. : 

10. Over the past years, strengthening of the | 
financial position of the public sector enterprises | 

has been hampered by the slow pace of their | 
restructuring, particularly that of the Water and 
Power Development Authority (WAPDA) and the 
Karachi Electricity Supply Company (KESC). The 
envisaged regulatory framework was not effectively 


implemented, and pricing reforms for natural gas 
and electricity are pending. Consequently, the 
financial situation of the energy utilities deteriorated 
significantly despite a large tariff increase in March 
1998. There has been a substantial build-up of 
inter-enterprise arrears. Commercial negotiations 
with the independent power producers (IPPs) were 
complicated by allegations of corruption which 
contributed to investment uncertainties. 

11. The government's ability to address these 
structural problems was hampered by the institu- 
tional decay extended over several years. The 
erosion in the effectiveness of public institutions 
and their poor governance contributed greatly to 
tax evasion, large arrears in payments of utility 
bills, and slow progress in loan recoveries by the 
banking system. Recently, efforts have been initiated 
to increase transparency, enforce the rule of law, and 
rebuild public institutions and public trust. In this 
regard, the government has recently developed and 
began to implement an orderly framework to resolve 
IPPs-related issues, restructuring of utilities is in 
progress, administrative reforms in the public sector 
are being implemented, the legislative framework 
for regulatory agencies has been strengthened, 
accountability has been enforced, and in general the 
government has been improving. 


THE MEDIUM-TERM PoLicy FRAMEWORK 


12. Achievement of Pakistan's medium-term 
objective of an annual GDP growth of 5.6 per cent 
is predicated on rapid structural reforms which 
can reinvigorate private sector-led and export- 
oriented growth. In the near term, policies need to 
concentrate on restoring macroeconomic stability 
and balance of payments viability, but over the 
medium term attention needs to shift towards 
increasing savings and investment, development of 
social sector infrastructure and enhancing capital 
efficiency for sustained high rates of economic 
growth. In particular, public finances need to be 
strengthened to increase domestic saving and 
reduce the accumulation of public debt. This in 
turn requires better revenue mobilization and 
improvements in the public expenditures’ quality. 
Exchange rate and monetary policies would 
need to aim at safeguarding competitiveness and 
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international reserves and at maintaining domestic 
prices’ stability. Simultaneous implementation of 
structural reforms and their consolidation over 
the medium term would lower the burden on 
monetary and exchange rate policies in achieving 
macroeconomic stability. 


A. Macroeconomic Objectives and Policies 


13. The macroeconomic objectives for 1998/99 
and 2000/01 were: (i) recovery of real GDP growth 
from 3-4 per cent during 1998/99 and 1999/2000 to 
a medium-term range of 5.6 per cent; (ii) reduction 
in annual inflation from about 10.11 per cent in 
1998/99 and 1999/2000 to about 6 per cent in 
2001/02; (iii) contraction of the external current 
account deficit (excluding official transfers) from 
about 3 per cent of GDP in 1998/99 to less than 1.5 
per cent of GDP in 2001/02; and (iv) stabilization 
of the total public sector debt-to-GDP ratio by 
2001/2002. 

To underpin such objectives, gross capital 
formation needed to increase from less than 15 
per cent of GDP in 1998/99 to about 17 per cent 
in 2001/02, largely reflecting a recovery in private 
sector investment. To support higher investment 
rates and accommodate external adjustment, gross 
national savings needed to rise from about !2 per 
cent to about 16 per cent of GDP during the same 
period, largely on account of increased public sector 
savings. 

14. Fiscal consolidation will be the key to 
achieving the macroeconomic objectives. A stronger 
budgetary position is consistent with the need for 
increased availability of resources to the private 
sector and to reduce the vulnerabilities associated 
with the large amount of public debt. The consoli- 
dated budget deficit was targeted to decline from 
5.5 per cent of GDP in 1997/98 to 4.3 per cent of 
GDP in 1998/99 and to 3.3 per cent in 1999/2000. 
To achieve this fiscal target, in addition to the 
measures already incorporated under the 1998/99 
budget announced in June and the fiscal measures 

implemented in July, the programme mainly 
incorporated the following measures: 

(i) an increase in the GST rate to 15 per cent 

(from 12 per cent) prior to the IMF Board 
meeting; 
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(ii) an enhancement of tax incidence on petro- 
leum products; 

(iii).a reduction in the budgeted amount of 
unproductive expenditure; 

(iv) strengthening of the financial position of 
WAPDA and KESC; 

(v) a reduction in the federal subsidy on wheat; 
and 

(vi) lowering of the budget appropriation for 
several components of non-interest current 
expenditure. 


In 1998/99, the government was committed 
to maintain the level of the budgetary Public 
sector Development Programme (PSDP) at Rs.98 
billion while protecting allocations for high- 
priority projects and programmes. With respect 
to basic social services, the government was to 
ensure that total rupee expenditure (not including 
foreign project assistance) under the Social Action 
Programme (SAP) will be at least Rs. 56.5 billion 
in 1998/99, including at least Rs.5.5 billion on 
critical quality enhancing non-salary SAP recurrent 
expenditures in the provinces and federal areas. 
From 1999/2000 onward, fiscal adjustment relies 
largely on revenue enhancement. The budget will 
also have to accommodate the costs of restructuring 
public enterprises and civil service reform. Given the 
projected path for interest payments on government 
debt; further overall expenditure reduction could 
jeopardize the provision of government services in 
education, health, and basic infrastructure. 

15. Demand management, in conjunction with 
exchange rate policy, will have an important role 
in containing inflation while ensuring favourable 
conditions for export growth. The monetary policy 
stance would also have to be geared toward restoring 
confidence in domestic financial markets and 
ensuring a steady flow of credit to the private sector 
consistent with growth and balance of payments 
objectives. 

16. In the external sector, the objective of achieving 
external equilibrium will need to be reconciled 
with a gradual relaxation of the recently imposed 
restrictions, regularization of external payments 
arrears and the envisaged trade liberalization. In 
that context, the exchange rate policy will need 
to play an important role in safeguarding external 
competitiveness and supporting the achievement 


of the official reserve targets. Consistent with tight 
fiscal and monetary policies, the external current 
account deficit (excluding official transfers) was 
forecasted to contract further, from 3.2 per cent 
of GDP in 1997/98 to around 1.5 per cent of GDp 
starting in 2000/01. To achieve this, export volumes 
will need to grow at a rate higher than that of 
the real GDP. However, owing to the anticipated 
improvements in Pakistan's terms of trade, import 
volumes could grow even more rapidly, while the 
trade account will register small surpluses starting 
from 1999/2000. Such an adjustment, combined 
with substantial amounts of external financing, is 
consistent with the official reserve target of three 
month of imports by 2001. 


B. Structural Policies 


17. The future structural reform agenda is 
largely focused on budget restructuring and 
strengthening of the financial position of the public 
enterprises. Substantial efforts will have to be made 
to broaden the base of domestic taxes, revamp 
tax administration, implement the restructuring 
plans for the energy sector and a number of other 
public sector enterprises, and raise the productivity 
of government expenditure. In addition, the 
government shall proceed with the privatization of 
financial institutions, trade liberalization, and make 
further progress in the development of the market- 
based foreign exchange and payments system. 


PUBLIC FINANCE TAX REFORMS 


18. The thrust of the tax reform programme is to 
achieve a significant enhancement in revenue, while 
promoting a more equitable distribution of the tax 
burden and greater documentation of the economy: 
To this end, the tax base will be broadened by 
including hitherto untaxed income and under-taxed 
sectors, and tax administration improved in order t0 
provide scope for reducing statutory tax-rates. 

19, Progress has been made over the last two 
years in reforming the General Sales Tax (GST), but 
difficulties were encountered in 1997/98 with respect 
to a number of important elements. In particulat 
serious setbacks were encountered in enforcing 
the GST at the manufacturing stage; a significant 
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part of the textile sector remained outside the tax 
net; and a large number of industries continued 
to be taxed under fixed tax schemes. Progress was 
also slower than expected in reforming the refund 
system, the enhancement of audit activities and the 
coordination, through information exchange, of the 
administration of the GST, income tax, and customs 
taxes, 

20. In response to these problems, the government 
conducted a comprehensive review of ways to 
broaden the GST base. In the 1998/99 budget, all 
fixed tax schemes were abolished, and the GST was 
extended to the retail sector one year ahead of the 
schedule. Administration of the GST in the textile 
sector will be improved in 1998/99 and the GST 
will be formally extended to services, petroleum 
products, electricity, and agricultural inputs in 
1999/2000. Legislation will also be introduced 
shortly to amend the GST Act to abolish the 
discretionary power of the government to grant 
exemptions under the GST. These actions, which 
are ahead of the original policy framework schedule, 
will extensively strengthen the GST base, promote 
a greater degree of documentation in the economy, 
and beneficially affect other taxes. To reduce the 
burden of compliance under the GST, the return and 
payment forms have been simplified, restrictions on 
the crediting mechanism have been removed and 
the refund system will be reformed by March 1999 
to ensure expedited payments of refunds to exports. 

21. The government remains fully committed to 
the implementation of a meaningful agricultural 
income taxation. The imposition of this tax will 
meet the dual objectives of promoting equitable 
sharing of the tax burden across different sectors as 
well as tapping a potentially significant additional 
source of revenue for the provinces. All four prov- 
inces will strengthen their collection mechanisms 
and ensure achievement of the 1998/99 budgeted 
revenue target of Rs. 2.5 billion. Subsequently, with 
further technical assistance from the World Bank, 
an action plan was to be developed by March 1999 
to strengthen the system of agricultural income 
taxation. Such a plan would include a combination 
of measures to broaden the base as well as increase 

the rates. These reform efforts will ensure a signi- 
ficant enhancement of revenue from agricultural 
taxation in 1999/2000 and thereafter a steady 


401 


increase to at least 0.3 per cent of GDP in revenue 
from this source over the medium term. 


REFORM OF TAX ADMINISTRATION 


22. The recent efforts to improve tax 
administration will be intensified over the next two 
years. The government's programme aims to improve 
taxpayer compliance, reduce compliance costs, and 
broaden the tax base in order to achieve a sustained 
growth of tax revenues. More specifically, the 
Federal Board of Revenue (FBR) will be converted 
into an independent and autonomous body called 
the Pakistan Revenue Services (PRS). The PRS 
will be empowered to undertake management and 
staff selection, recruitment and retrenchment. The 
FBR/PRS operating budget would also be made 
performance-based. Budgetary support for the 
FBR was also increased in 1998/99 and additional 
staff was allocated in support of the GST reform. 
Particularly, it is envisaged that about 500 officers 
(including 400 auditors) were to be recruited for 
assignment to the GST administration by end- 
March 1999. 

23. An important step for strengthening tax 
administration will be the introduction of a unique 
tax identifier number (TIN) that will replace all the 
previous numbering systems in use in the tax and 
customs administration. The TIN and information 
exchange system can provide the foundation for a 
major expansion of tax registration and an improve- 
ment in tax enforcement. 

24. Ambitious targets have been set for the 
registration of new taxpayers. The number of 
registered taxpayers was expected to increase to 1.6 
million by 31 December 1998 and to 1.8 million 
by 31 May 1999. Tax enforcement will also be 
strengthened with a view to reducing the number 
of non-filers for GST to 10 per cent by June 1999. 
To strengthen the audit function within the FBR, 
a separate audit department has been established 
for developing a joint audit programme for all tax 
liabilities. This programme was aimed to cover 

10-15 per cent of taxpayers by September 1999 and 
20-25 per cent by December 1999. These reforms 
were supported through a World Bank Governance 
Improvement Adjustment loan. 
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EXPENDITURE AND 
CIVIL SERVICE REFORMS 


25. Improvements in expenditure policy will 
concentrate on maximizing its effectiveness and 
developmental impact. In line with this policy, 
the government made considerable progress in 
the context of the 1997/98 budget in reducing 
spending on lower priority activities. Building 
on this momentum and consistent with the 
substantial fiscal adjustment required in 1998/99, 
the government will continue to (i) prioritize and 
appropriately scale back the public investment 
programme; (ii) rationalize spending on personnel; 
(iii) reallocate budgetary resources toward high 
priority and essential operating and maintenance 
expenditures; {iv) provide adequate budgetary 
allocations for the basic social services which are 
part of the SAP; and (v) improve the planning and 
monitoring of budgetary expenditures. 

26. Following a review of the federal ministries 

and divisions, attached departments, and auto- 
nomous bodies, the government has completed 
Operational plans for restructuring all thirty-one 
federal divisions and will begin implementing the 
restructuring of these entities in 1999/2000. In 
order to further contain establishment costs and 
shift resources to essential non-wage operating 
and maintenance expenditures, the existing hiring 
freeze at the federal level will be maintained (with 
the exception of service delivery personnel and key 
managerial and supervisory staff in the SAP sectors 
and, when needed, to augment essential skills, in the 
tax departments particularly), and the provinces will 
be encouraged to maintain similar policies. Based 
on completed and ongoing studies and the work of 
the Commission on Administrative Restructuring 
and the Good Governance Group, the government 
will prepare an action plan by June 1999 for civil 
service reform and begin its implementation during 
1999/2000 to improve accountability, enhance 
the skills base, and rationalize management and 
compensation (including the pension system). 

27. Starting with the 1999/2000 budget, the 
government intended to take steps to adopt a 
unified budgeting of development and recurrent 
expenditures to facilitate better prioritization 
and management of spending. This will facilitate 
better coordination of the investment plans with 


their downstream recurrent cost implications 
and prevent investment over-programming that 
had occurred in the past. In parallel, new budget 
preparation procedures will be implemented to 
ensure the consistency of public expenditure 
allocations with the agreed medium-term resource 
framework. As a result, the predictability of 
allocations will be enhanced and budget constraints 
of line agencies will become more transparent 
thereby increasing the incentives for efficient 
and effective use of funds. This will facilitate the 
establishment of strategic objectives and priorities, 


and development of sectoral expenditure strategies 
(based on reconsideration of the appropriate role 
of the government in each sector). The provinces 
will be encouraged to initiate a similar change. In 
the context of PIFRA (Project for Improvement to 
Financial Reporting and Auditing), an action plan 
will be developed during 1998/99 to improve the 
quality and timelines of reports relating to public 
expenditures. The government will finalize an 
agreement on the basic structure of the accounting 
model proposed under the PIFRA project and sign 
a memorandum of understanding to that effect by 
15 December 1998, 

28. The government will intensify efforts to 
better prioritize, manage, and implement the federal 
PSDP and will encourage the provinces to take 
similar steps. The government intends to protect 
high-priority projects even in the current difficult 
economic circumstances, It has also reached an 
agreement with the World Bank that in view of the 
continuing fiscal constraint, any new project will 
need to be carefully scrutinized. 


PUBLIC ENTERPRISE REFORMS 


29. During 1997/98, seven major public sector 
enterprises developed action plans to restructure 
their operations and to improve their financial 
performance. As a result of these actions, their 
financial outlook for 1998/99 was expected to 
improve. A major effort was underway, with. the 
support of the ADB, to restructure the operations of 
KESC. Seventy-three per cent of shareholding was 
privatised two years earlier to prepare it for early 
privatization. In the context of the energy sector 
reform, the envisaged institutional and financial 
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restructuring of WAPDA will substantially improve 
its efficiency. A comprehensive restructuring and 
privatization plan for Pakistan Railways is proceeding 
on schedule, and it is expected that its corporatized 
units will be privatized in a phased manner over the 
next two years. At the Federal Government level, a 
database and management information systems will 
be developed for monitoring the performance of 
public enterprises. 


30. Taking into account the high burden of public 


debt and its implications for the budget structure, 
the government has adopted a prudent debt 


management policy which will result in a reduction 

in the debt and debt-service ratios. In support of 
this policy, the government will limit its contracting 

of non-concessional external borrowing under this 

programme and seek to reduce its more expensive 

domestic public debt. As part of this strategy, the 

government will establish a debt management office 

for consolidating all the information on public 

domestic and external debt, and on guarantees 
extended to the public sector enterprises. Based 
on a computerized information system, a review of 
the public debt cost and an appropriate borrowing 
strategy was to be conducted from 1999/2000. With 
regard to domestic public debt, there is a need to 
coordinate the government's borrowing strategy 
from the banking system and through more costly 
non-bank debt instruments. In the context of 
the capital market reforms being implemented in 
coordination with the ADB, the government will 
review the taxation of various debt instruments. 
With regard to external debt, the government has 
already initiated efforts to improve coordination 
between the various agencies for monitoring debt 
service payments and preparing a full inventory of 
Pakistan’s external debt, supported by technical and 
financial assistance from the ADB. 


FINANCIAL SECTOR AND 
CAPITAL MARKET REFORMS 


A. Banking Sector 


31, The banking reform programme has begun 
to bear fruit. The damage caused by politically 
motivated lending and operating losses has been 
stemmed. Corporate governance in the Nationalized 
Commercial Banks (NCBs) and in Development 
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Financial Institutions (DFIs) has been improved 
with the change in management and reduction 
in the outside interference in their operations. 
Overstaffing and excessive branches in the NCBs 
and DEIs have been reduced through a staff 
separations and branch closures policy. Prudential 
regulations and financial disclosure standards 
have been raised to international levels to increase 
transparency. A plan to unify banking supervision 
has been prepared and is currently being reviewed 
by international consultants hired to upgrade to 
the SBP’s supervisory capability. The central bank's 
autonomy, especially with regard to its role in the 
monetary policy and bank supervision, has been 
strengthened through an appropriate amendment 
of the law. The government continues to take steps 
to strengthen the legal and judicial processes for 
financial contract enforcement through the adoption 
of loan recovery and banking court legislation. The 
banking courts system is being revamped and 
strengthened to facilitate loan recovery. 

32, The privatization of banks and financial 
institutions will complete the banking reforms. 
The government's plan calls for disinvestiture of 
the government's remaining ownership interests 
in the Muslim Commercial Bank and Allied Bank 
Limited and privatization of Habib Bank Limited 
(HBL), United Bank Limited (UBL), National Bank 
of Pakistan (NBP), National Development Finance 
Corporation (NDFC), and Industrial Development 
Bank of Pakistan (IDBP). Some of these institutions 
have been recapitalized by the SBP in anticipation 
of their privatization. While many of the institutions 
are at or close to the point of sale, the government 
cannot proceed with their privatization until market 
conditions improve. The government is evaluating, 
with technical assistance from the ADB, possible 
privatization of two mutual funds and an insurance 
company. This will need to be supported by external 
governance from an effective regulator and super- 
visor, competitive markets, and a well functioning 
legal and judicial system. 

33. In order to enhance the regulatory and 
supervisory system, improve the legal environment, 
and strengthen judicial institutions for loan 
recovery, the following steps will be taken: 

(i) Prudential regulations on capital adequacy, 

loan classification and provisioning, loan 
concentration and exposure limits, and 
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accounting and auditing standards will be 
strongly enforced from December 1998 to 
June 2000; 

{ii} An early warning system and on-site and 
off-site supervision mechanisms, now opera- 
tional, will be further strengthened; 

(iii) A deposit insurance scheme has been 
proposed to provide a minimum level of 
protection to depositors. 


B. Reform of Financial Market 


34, The government, with the assistance of 
the Asian Development Bank (ADB), developed 
a comprehensive programme to accelerate the 
development of capital markets in Pakistan. Its 
objectives are to augment the mobilization of long- 
term financial resources and improve the efficiency 
of their allocation and to encourage broad-based 
participation of issuers and investors. To this end, 
the government will: 

{i) remove the existing tax discrimination 
against private corporate debt, and reduce 
restrictions on investments by institutional 
investors; 

(ii) strengthen market regulation and 
supervision by restructuring the Corporate 
Law Authority into an independent and 
autonomous Securities Exchange and 
Corporate Commission of Pakistan (This 
has been implemented.); 

(iii) amend the securities and company laws; and 

(iv) strengthen self-regulation of the stock 
exchanges coupled with restructuring their 
governing boards, 


The government intends to modernize and upgrade 
the securities market infrastructure, enhance 
integration of markets through automated trading 
and developing electronic linkages among stock 
exchanges and develop centralized clearing, 
settlement and depository systems. In parallel, 
the development of the corporate debt market and 
the mutual fund industry will be promoted, and 
regulatory framework for the securities industry 
will be strengthened. Reforms and consolidation 
are also envisaged in the leasing industry by 
strengthening its regulatory and legal frameworks. 
Contractual savings will be promoted through 


reforms of the insurance and pension and provident 
fund industries. The implementation of the reform 
agenda in line with the timetable set out in the 
programme is to be supported by the release of the 
second tranche of the ADB. 

35. Progress has been made in the use of 
market-based instruments for monetary control, 
The SBP has been managing domestic liquidity by 
intervening in the secondary market through open- 
market operations. To facilitate these operations, 
three-month, six-month and one-year treasury bills 
were issued in June 1998 in discount form to replace 
the existing six-month short-term federal bonds. 

36. The agenda for monetary policy reform will 
target further liberalization and greater reliance 
on market-based instruments of monetary control 
and ensure comparable and market-related terms 
on the various debt instruments. The SBP is in the 
process of reforming its primary dealer system, 
which at present includes all banks, non-bank 
financial institutions, and some members of the 
stock exchange. Specifically, a new tier of specialized 
primary dealers will be established with stricter 
obligations and certain privileges compared with 
the standard primary dealers, the averaging scope 
for cash reserve and liquidity requirements will be 
gradually expanded, and the operational procedure 
for open-market operations will be refined to 
promote inter-bank market activities and reduce the 
short-term volatility of the inter-bank interest rate. 
A centralized system for registering bank securities 
has been operational since September 1999. 


EXCHANGE SYSTEM AND TRADE REFORMS 


Foreign Exchange Market Development 


37. Significant experience was gained in 1997/98 
in the area of exchange market reform, which sought 
to enhance the role of market forces in determining 
the exchange rate by developing the spot and 
forward inter-bank markets. In March 1998, banks 
were authorized to quote their own rupee/US dollar 
rate and the spread between buying and selling rates 
of the SBP was widened. Following the balance 
of payments pressures starting from end-May, 4 
dual exchange rate system was introduced, with 4 
freely floating inter-bank rate and the official rate 
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reserved for a narrow category of transactions. Most 
current account transactions are conducted at the 
‘composite’ exchange rate determined as a weighted 
average of the free inter-bank market rate and the 
official exchange rate. The exchange rate will be fully 
unified at an appropriate time to improve economic 
efficiency. The next step in exchange market reform 
will be the development of a suitably staffed and 
well-equipped foreign exchange dealing room at 
the SBP. Once the immediate balance of payments 
pressures are relieved and the country’s external 
position has sufficiently improved, the overall limits 
on banks’ open foreign exchange positions will be 
increased in line with the international standards. 


Tariff Reform 


38. The government is fully committed to further 
progress in liberalizing Pakistan's trade regime. 
In particular, plans have been articulated for 
removing the remaining restrictions on exports and 
imports and further lowering of import tariffs. The 
maximum tariff rate and the number of non-zero 
rates will be further reduced during the programme 
period. Regarding non-tariff barriers, the number 
of export bans was reduced from 24 to 9 in June 
1998. The remaining export bans, export duties, 
and export minimum price and quota restrictions 
were scheduled to be withdrawn in July 1999, 
The remaining restrictions on imports (subject 
to procedural restrictions) will be progressively 
eliminated, except those imposed for health, safety, 
religious, national security or environmental 
reasons, and those applying to automobile imports, 
which will remain in place for balance of payments 
reasons. 


Social Policies 


39, Pakistan's Social Action Programme (SAP) 
was launched in 1992 to expand and improve the 
very weak social services in elementary education, 
primary health, population welfare, and rural water 
supply and sanitation. While the SAP focused 
mainly on expanding the provision and improving 
the delivery of basic social services by the govern- 
ment, it also aimed to strengthen the non-govern- 
mental organizations and private sector involvement 
to enhance community participation. SAP's second 
phase emphasized improvements in the quality of 
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services, particularly education, and maximization 
of the impact of expenditure at the facility level. By 
1995/96, the SAP was practically scrapped. 

40. In the education sector, the focus will be 
on improving the quality of services by upgrading 
in teaching environment; provision of textbooks 
and materials; and greater access to educational 
opportunities, particularly for girls. The provincial 
governments will develop and implement a teacher 
redeployment plan with the objective of achieving 
efficiency gains and reductions in unit costs. To 
facilitate school-level improvement, management 
and supervision will be strengthened and appropriate 
incentives for greater community, NGO, and private 
sector participation will be provided. 

41. In the health area, the focus will be on 
strengthening of basic health care and family 
planning services at the community level. A 
prioritized package of primary health care services 
is being prepared for implementation; family 
planning services with female staff will be expanded 
to all health care facilities; a greater role for the 
private sector and NGOs in the provision of family 
planning services will be encouraged; and Tuber- 
culosis, Nutrition, AIDS and the Immunization 
programmes will be promoted. 

42. In the population area, the focus will be on 
improving the utilization of budgetary allocations for 
the Population Welfare Programme with emphasis 
on increasing the quality of service delivery, 
including the recruitment of key managerial staff. 
Rural water supply and sanitation schemes will 
be transferred to the communities to manage and 
operate, thus reducing the operating liabilities of the 
government. 


Social Safety Nets 


43. A multifaceted strategy will be adopted to 
minimize potential social costs of macroeconomic 
adjustment and strengthen the social safety net. By 
protecting high-priority public investments (agreed 
with the World Bank) from expenditure cutbacks, 
the government expects to maintain the level of 
basic social services provided to the poor. Based 
on a review of the existing public sector safety nets 
(i.e. Zakat, Ushr, and Baitul Maal), the government 
will ensure better targeting of the most vulnerable 
groups among the poor. As part of the SAP's second 


406 THE ECONOMY OF PAKISTAN 


phase, the government is strengthening the Parti- 
cipatory Development Programme to support non- 
governmental organizations and the private sector 
in the management and delivery of basic social 
services. The Pakistan Poverty Alleviation Fund 
(PPAF) has been set up to mobilize and assist the 
poor communities in developing income-generating 
activities through human resource development 
and microcredit programmes. The government has 
started funding the PPAF and intends to provide 
its full endowment amounting to Rs.500 million 
by December 2000. The government is seeking 
technical and financial assistance from the donor 
community to compensate and retrain workers 
affected by the implementation of various restruc- 
turing programmes. 


SECTORAL POLICIES 


Agriculture 


44, Agriculture needs to grow at a steady rate 
of about 4 per cent per year in order to achieve 
Pakistan's growth and anti-poverty objectives 
and reduce external imbalances. Currently, the 
agricultural sector suffers from exhaustion of 
past sources of productivity growth, worsening 
degradation of agricultural land, deteriorating 
and poorly managed irrigation infrastructure, 
inadequate research and extension services, and 
distortions in the prices of inputs and outputs as 
well as imperfections in the land market. Moreover, 
irrigated land is seriously affected by waterlogging 
and soil salinity, contributing to a significant loss in 
the output of major crops. 

45. The government's strategy in this area is 
to limit the role of the public sector, transfer 
management to the private sector, strengthen local 
capacity, remove policy distortions in factor and 
Output markets, and assist in natural resource 
Management and environmental protection. The 
government's control over the import of fertilizers 
and the remaining restrictions on imports and 
exports of agricultural commodities will be phased 
out. The wheat subsidy will be phased out in two 
stages, and the private sector will be gradually 
allowed to participate in the wheat market on 

terms similar to those of the public sector. The 


functioning of the agricultural credit market will be 
improved by gradually phasing out credit subsidies 
and directed credit and developing more effective, 
market-based credit institutions. Concurrently, the 
government will explore the possibility of reforming 
the land titling and registration process through 
improvements and computerization of the land 
records, The sectoral reform programme envisages 
decentralization of the irrigation and drainage 
systems management. WAPDA’s Water Wing will be 
restructured and reoriented to focus on basin-wide 
water resource management. 


Transport 


46. Pakistan’s growth and export potential 
depends mainly on the modernization of its 
outmoded transportation systems. To substantially 
improve the transport system, the government will 
implement a reform programme over the next three 
years to upgrade and expand the country’s highways, 
railways and ports. Regarding highways, public 
sector allocation of resources for rehabilitation 
and selective improvements of the highest-priority 
sections of the network will take place and an 
institutional framework will be established to 
encourage greater private sector investment. Road 
maintenance will be financed primarily through 
road users charges. Provincial governments will be 
encouraged to adopt a similar system. With respect 
to railways, important institutional changes are being 
implemented with a view to reducing inefficiencies 
and preparing the ground for privatization. The 
corporatization of the railways core businesses will 
be completed and privatization will be undertaken 
in a phased manner beginning 1999/2000. The 
government will implement management reforms 
and seek greater private sector participation to 
develop the Karachi Port further. 


Urban Infrastructure 


47, The provision of basic infrastructure 
and services in the urban and water secto! 
are inadequate for the rapidly growing urban 
population. To improve the living conditions of thé 
urban population, particularly those of the poo! 
major efforts are required to revamp Pakistan's wate! 
supply and sewerage and solid waste manageme"! 
systems. The government will undertake maj! 
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reforms to develop the local governments’ capacity 
to meet this need with private sector participation 
in urban services’ delivery. A policy statement will 
be issued confirming the primary responsibility 
of local governments for oversight and regulatory 
functions and for basic urban services. To carry 
out these functions, the local governments will 
receive resources through financial transfers from 
provincial governments or expansion of their own 
resource base, including devolution of the property 
tax. In return, the provinces will be required to 
develop public expenditure programmes (including 
programmes for urban investment) and implement 
the reform measures needed to strengthen their 
resource mobilization. 


Power Sector 


48. In the energy sector, Pakistan's reform 
programme seeks to increase the efficiency and 
reliability of energy supply and create a competitive 
market structure. The government has been 
pursuing a two-pronged approach consisting 
of encouraging private sector investment in 
new energy supply facilities, while initiating the 
restructuring and partial privatization of the 
energy utilities. This strategy has succeeded in 
attracting private IPPs investments in the thermal 
power plants. However, the economic slowdown 
has contributed to a temporary excess generating 
capacity. This, in turn, undermined the financial 
position of public utilities which operate under 
fixed power purchasing contracts, The government 
has reached an agreement with all IPPS which 
received Notices of Intention to Terminate and one 
IPP which received a Notice to Terminate. A new 
IPP committee, which includes representatives of 
the private sector has been created to accelerate the 
resolution of outstanding issues. 

49, The implementation of the restructuring and 
Privatization Programmes of the energy utilities has 
been slow. The National Electric Power Regulatory 
Authority (NEPRA) was established in December 
1997, but it is stil! not fully operational. The 
Ordinance issued in October 1997 has not yet been 
enacted by the Parliament as the Gas Regulatory 
Act. Meanwhile, the operational efficiency of the 
utilities has deteriorated. Pricing reforms for natural 
gas and electricity aimed at reducing cross-subsidies 


and adjusting average tariffs to fully reflect changes 
in the costs have been implemented at a slower 
pace than originally envisaged. Consequently, the 
financial situation of the energy utilities has rapidly 
deteriorated, and there has been a substantial build- 
up of cross-arrears between the government, the 
utilities, and the fuel suppliers; WAPDA KESC, 
Sui Northern Gas Pipelines Ltd. (SNGPL), and 
Sui Southern Gas Company (SSGC) all have great 
difficulties in meeting their financial obligations, 
and the situation has become untenable. 

50. The government is now taking important 
steps to redress the financial difficulties of the energy 
utilities and accelerate the reform programmes in 
order to achieve significant efficiency improvements 
in the medium term. In the power sector, electricity 
tariffs were increased in March 1998. This included 
a reduction in cross-subsidies to households and 
agricultural tube-wells. The Pakistan Electric 
Power Company (PEPCO) has been established 
to manage the restructuring process, help with 
commercialization and efficiency improvement 
programmes and prepare the companies for 
privatization. The PEPCO will assume control 
over the Power Wing of WAPDA, except for 
hydel generation which will remain with the 
Water Wing. The Power Wing will be restructured 
into three thermal generation companies, one 
national transmission and dispatch company, and 
eight distribution companies. The corporations 
have already been registered and the transfer of 
assets, liabilities, and staff is in progress. Financial 
restructuring plans for WAPDA and KESC have 
been designed and preparatory work for the 
privatization of KESC has been initiated and its 73 
per cent shareholdings have been privatised. 

51. Over the medium-term, the reform agenda 
for the power sector would focus on: 

(i) completing the corporatization process and 
establishing commercially oriented auto- 
nomous corporations, with NEPRA issuing 
licences for the new corporatized entities; 

(ii) implementing theft and loss reduction 
programmes and introducing other efficiency 
improvements; 

(iii) intensifying bill collection efforts from both 
public and private customers so that the level 
of overdues remains equivalent within three 
months of sales; 
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(iv) implementing financial and other re- 
structuring measures, including if necessary, 
tariff adjustment to restore the financial 
viability of the energy utilities and WAPDA; 

(v) implementing the orderly framework to 
regularize and maintain normal commercial 
relations with the IPPS; and 

(vi) accelerating the Privatization Programme 
for the thermal generation and electricity 
distribution companies. Specifically, during 
1999/2000, at least three electricity distribu- 
tion facilities were ready for sale. 

52. In the petroleum sector, the government will 
consider the restructuring and privatization of the 
Pakistan State Oil Ltd., the largest oil marketing 
company, The government is considering restructur- 
ing the Oil and Gas Development Corporation (the 
state-owned hydrocarbon exploration and _pro- 
duction company) to separate its technical services 
from its exploration and production functions, with 
a view to its subsequent privatization during the 
programme period. Natural gas consumer tariffs will 
be adjusted to achieve a rate of return on assets as 
agreed with the World Bank. 


Environmental Issues 


93. One of the most pressing priorities for 

sustainable development in Pakistan is the solidifica- 
tion of the institutional and regulatory framework 
for improved monitoring and enforcement of 
environmental protection. 
The specific areas of concern include the 
inability of the provincial environmental protection 
agencies to design cost-effective strategies for 
the enforcement of the National Environmental 
Quality Standards and other provisions of the 
Environmental Protection Ordinance, and the 
absence of a pollution control system at the national 
level. Against this background, the following steps 
will be taken during the programme period: 

(i) Preparation and enactment of the implemen- 
tation rules and regulations for the 1997 
Environmental Protection Act, including 
clarification of prerogatives and missions 
of various agencies to ensure coherence in 
implementation and consistency with the 
decentralization of environmental manage- 


ment at the provincial level, and setting up 
the institutions under the Act; 

(ii) Promulgation of environmental assessment 
procedures; 

(iii) Development of provincial capacity for 
monitoring and enforcement; 

(iv) Implementation of mass awareness program- 
mes with regard to environmental projection; 

(v) Development of a comprehensive and well 
prioritized pollution control and environ- 
mental impact assessment and enforcement 
system; 

(vi) Better enforcement of compliance by the 
industrial sector with sound pollution 
control strategies. 


Governance and Transparency 


34. Governance problems impair the effectiveness 
of public expenditures and contribute to poor 
economic performance, low investment, and 
inadequate social services. Politicization of routine 
decision-making has weakened the civil service and 
diverted expenditures to lower-priority activities. 
The resulting ineffectiveness of public institutions 
largely contributed to tax evasion and large arrears 
in the payments of utility bills, as well as slow 
progress of the banking system in loan recoveries. 
This, in turn, undermines the financial foundation of 
public policy and results in a widening gap between 
the announced policy intentions and results, 
contributing further to a lack of confidence in the 
government and dysfunctional social behaviour. In 
this connection, it has to be ensured that Pakistan 
has a professionally strong and independent Auditor 
General's office. 

55. The Auditor General had identified, in his 
report for the year 1996-97, significant issues of poor 
financial management and lack of transparency in 
several bank-funded projects, including the Family 
Health Projects and the Social Action Programme 
project. As highlighted by the government’ 
reactions to these reports, there is a growing 
awareness of the need to increase transparency and 
public accountability and pay particular attention 
to the findings of the Auditor General. In view of 
this need for more effective financial management 
of public expenditures, implementation of the main 
components of the PIFRA project (i.e. development 
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of a new chart of accounts and separation of 
the responsibility for accounting and auditing 
functions) is even more critical. Timely preparation, 
review, and issuance of financial statements and 
the Auditor General’s reports (including follow-up 
by the Ministry of Finance on lapses in financial 
management and internal controls) are effective 
measures for strengthening public accountability. It 
was recommended that the Auditor Generals foster 
linkages with the professional accounting bodies 
in Pakistan and utilize their services, wherever 
possible, to strengthen the financial accountability 
of government institutions. 

56. The government is fully aware of the need 
for greater respect for the rule of law. To achieve 
this objective, the government began implementing 
the prime minister's agenda during this fiscal year 
for instilling good financial governance in Pakistan. 
In addition to promoting a permanent change 
to a culture of financial discipline, these efforts 
should set the stage for stronger public and private 
institutions with much better financial prospects for 
the future. The key to achieving financial discipline 
and accountability in such institutions is to ensure 
that they adopt the International Accounting 
Standards and that audits are performed according 
to the International Standards of Auditing. In 
the banking area, the stock of non-performing 
loans is being reduced. A major effort has been 
launched to enforce the payments of electricity 
bills and strengthen the financial position of public 
utilities. Similarly, a new professional framework 
was established for negotiations with the IPPs 
with respect to energy tariffs and the follow-up of 
corruption charges was separated from commercial 
considerations. In the budgetary area, measures 
have been adopted to fortify tax administration, 
accountability for public expenditures and the 
financial independence of the Auditor General's 
office. 


Statistical Issues 


57, In addition to plans for improving the quality 
and timelessness of data on public expenditures, the 
government will address the remaining deficiencies 
in the economic database of Pakistan. In national 
accounts, through the results of the surveys of 
households and enterprises undertaken in the 
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framework of the Improvement of National 
Accounts Statistics in Pakistan project (INAS); 
and, in money and banking statistics, through the 
implementation of the recommendations of the 
previous Fund Technical Assistance Missions. 


EXTERNAL FINANCING REQUIREMENTS 


58 ‘The total external financing requirements 
excluding changes in the gross official reserves for 
1998/99-2000/01 were estimated at US$19.0 billion. 
Following the recent change in investor sentiments 
and the balance of payments difficulties, medium- 
term private inflows are expected to increase slowly 
from a very low level, and reach US$1.3 billion 
over the entire period. After a relatively modest 
build-up of the gross official reserves by US$1.3 
billion, large residual financing gaps are projected 
in the period ahead. These gaps could be covered 
by the official project loans amounting to US$4.0 
billion and grant (about US$400 million), which are 
linked to the public sector investment programme, 
and trade credits of about US$680 million covering 
government-sponsored food imports. In addition, 
the government expects to mobilize US$4.0 billion 
of medium-term commercial loans and US$1.3 
billion of short-term commercial loans. The 
residual financing needs, estimated at US$12.1 
billion, would be covered by expected financing 
over the programme period from the Fund (US$1.6 
billion), the World Bank (US$1.4 billion), the 
Asian Development Bank (US$1.6 billion), some 
potential bilateral creditors (US$400 million), as 
well as large exceptional financing in 1998/99, 
1999/2000, and 2000/01 (amounting to US$7.7 
billion). This exceptional financing would arise 
from a comprehensive rescheduling of public and 
publicly guaranteed debt owed to the Paris Club 
and other bilateral creditors as well as commercial 
and private creditors; a restructuring or refinancing 
of government short-term debt; and the rollover of 
short-term liabilities of financial institutions. 


TECHNICAL ASSISTANCE 
AND REQUIREMENTS 


59. Pakistan has received substantial technical 
assistance in formulation and implementation of 
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the structural reforms underpinning the ESAF/EFF 
supported programme. The authorities expect to 
benefit from further support in this regard during 
the period corresponding ta the above described 
programme. Technical assistance from the IMF will 
be requested for: 

(i) undertaking a comprehensive review of the 
income tax system; 

(ii) reforming the primary dealer system for 
government securities; 

(ili) improving foreign exchange market opera- 
tions and the SBP’s monitoring/supervisory 
capacity; and 

(iv) improving the compilation and reporting of 
the monetary statistics. 


Technical assistance from the World Bank should 
be directed at: 

(i) enhancing the agricultural income tax; 

(ii) developing operational plans to improve 
the quality and timeliness of reports 
relating to public expenditures; 

(iii) developing a database and management 
information system for monitoring public 
enterprises (in collaboration with the IMF); 

(iv) reforming and strengthening tax adminis- 
tration; 

(v) implementing the Privatization Programme; 

(vi) establishing the regulatory bodies for basic 
infrastructure; 

(vii) corporatization and privatization of the 
power distribution and generation compa- 
nies; and 

(viii) developing a framework for introduction 
of clean fuel and energy conservation 
measures. 

The above points be used as a continuing agenda 
for reforms. 

Later, Pakistan said good-bye to IMF. However it 
got reconnected by getting loan from IMF towards 
the end of 2008 and later in 2009. This trend is 
expected to continue. 


The World Bank considered the government's request 
for technical assistance to implement a medium- 
term tax administration reform programme. In 
addition to its ongoing support for consolidating 
regulatory and legal frameworks for capital markets, 
technical assistance from the ADB will focus on: 


(i) support for power sector reforms, in parti- 
cular strengthening the capacity of sector 
institutions; 

(ii) support for national economic management 
systems and public administration reform; 
and 

(iii) modernization of the export incentive 
framework. 


NEW INTERNATIONAL ECONOMIC 
ORDER (NIEO) 


The idea of the New International Economic Order 
was first conceived at the United Nations Conference 
on Trade and Development held at Geneva from 
23 March to 16 June 1964. The essence of this 
conception was to have a world market mechanism 
which should promote the economic growth 
of developing countries and thus liquidate the 
disparity in the distribution of material and financial 
resources for the common benefit of mankind. 
Since then, the Third World countries have been 
pressing the demand for an NIEO as they have been 
exploited by the developed countries. At present, the 
world economic structure reveals that, in the first 
place, the technical and material resources of the 
world are disproportionately distributed and this 
has resulted in uneven economic growth. Secondly, 
the world market mechanism is not automatic and 
free, It is dominated by the industrially advanced 
countries who were colonialists in the past and even 
now command the largest share in world incomes, 
surpluses and gold and silver currency reserves. 
Thirdly, the industrially advanced countries pursue 
protectionist and inward looking policies while 
they sell their own goods aggressively. They impose 
tariff and non-tariff restrictions on the goods 
of developing countries. Fourthly, the advanced 
capitalist countries have built-up their financial 
resources with the wealth acquired from the 
developing countries and have put a high premium 
on the transfer of these resources to the needy 
countries. Since the world’s financial institutions 
are also under their control, they dictate their 
own terms and conditions for advancing loans 
and credits to the developing countries. Due to 
these reasons, the gulf between the advanced and 
the less developed countries is widening and their 
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relationship has reached a point where tensions and 
conflicts are inevitable. Thus, the need for NIEQO has 
become even more stronger today. 


Key Objectives of the NIEO 


The key objectives of the NIEO, as proposed by the 
Third World countries, are as follows: 


Issues of Aid and Assistance 


i. Attaining UN official development assistance 
targets. Each economically advanced country 
is to progressively increase its development 
assistance to a minimum of 0.7 per cent of 
its GNP. In principle, the aid is to be untied 
and provided on a long-term and continuous 
basis. 

2. Providing technical assistance for development 
and eliminating the brain drain. The 
declaration of the establishment of an NIEO 
reiterates the principle of increased develop- 
mental assistance ‘free from any political or 
military considerations. The Programme 
for Action adds that ‘the international com- 
munity should continue and expand .. . the 
operational instruction oriented technical 
assistance programmes, including vocational 
training and management development of 
national personnel: In regard to the issue 
of the brain drain, the programme urges 
national and international policies to avoid 
this ‘reverse transfer of technology. 

3, Renegotiating debts of the developing 
countries. The programme calls for the 
renegotiating of international debt resulting 
in agreements on debt cancellation, 
moratoriums, the rescheduling of debt to 
‘soft’ terms over a longer period of time, or 
interest subsidization in order that the LDCs 
might ‘mitigate the adverse consequences 
for the current and future development 
of developing countries arising from the 
external burden of debt contracted on hard 
terms. 

4. Undertaking special measures to assist 
landlocked, least developed and island 
developing countries. Special attention is to 
be paid to the countries in these categories 


and their special needs addressed. Specific 
proposals include preferential treatment 
to the imports of goods produced by the 
least developed countries, removal of tariff 
barriers, choosing appropriate technologies 
on favourable terms, and establishing 
financial and advisory services. 

Using funds from disarmament for develop- 
ment. Progress toward general and complete 
disarmament should release substantial 
additional resources, which should be used 
for the development needs of the developing 
countries. 


International] Trade Issues 


6. 


Improving terms and conditions of trade: 
tariff and non-tariff barriers. Stated simply, 
the NIEO goal is improved access to world 
markets. There are a multitude of suggested 
mechanisms—the removal of tariff barriers, 
an end to restrictive business practices and 
monopolies, setting up a system of preferen- 
tial tariffs to encourage the export of agricul- 
tural primary commodities (processed and 
semiprocessed) etc. The object is to increase 
the developing countries’ ability to earn 
foreign exchange to pay for imports and to 
service their foreign debt. 
Adopting an integrated approach to 
commodities: This includes buffer stocks, 
producers’ associations, and indexation. 
Again, the object is stabilization. The nature 
of the primary commodity export industry 
under the present market conditions does 
not allow sustained, predictable growth; 
hence the call for an integrated programme 
for primary commodities. It is hoped that 
by establishing buffer stocks the historical 
instability of the primary commodities could 
be controlled by manipulating their supply. 
Producers’ associations, similar to OPEC, 
would strengthen the bargaining position 
of the producing nations and improve the 
export income. By indexation, or the tying of 
LDC export prices to the price of imports to 
ensure an equitable relationship, the eroding 
terms of trade could be halted. 
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Developing an international food programme. 

The three major features of this issue are: 

(a) Increased production via expanded 
cultivation utilizing more inputs such as 
irrigation, fertilizer, and pesticides; stop- 
ping the desertification and salinization; 
and improved storage. 

(b) The developing countries should be 
assured of the ability to import the 
necessary quantity of food without 
undue strain on their foreign currency 
reserves. 

(c) Food security: There should be a world 
food-grain reserve. 

Economic policies of the developed countries 
to facilitate the diversification and expansion 
of LDC export potential. This proposal 
reiterates the NIEO demand for greater 
access to the developed markets via the 
lowering of tariff barriers, a generalized 
system of preferences, and the use of adjust- 
ment assistance to aid in the diversification 
of export products. 
Improving and intensifying trade relations 
between countries having different social 
and economic conditions. This is directed 
specifically toward Russia and the Eastern 
block nations asking for greater access to 
their markets on a non-reciprocal, non- 
discriminatory basis. 
Strengthening economic and technical 
cooperation among the developing countries, 
This issue specifically addresses the need 
for cooperation among LDCs via economic 
integration at the regional and subregional 
levels. Suggestions include preferential 
treatment for imports from other LDCs; 
cooperation in the fields of finance, 
credit, and monetary relations; and the 
establishment of cooperation in the fields 
of industry, technology, transport, and 
communication. 


- Reforming the IMF. This issue originally 


arose as a result of the disorder in the 
international monetary system and in 
particular the problems with the world’s 
principle reserve currency, the US dollar, 
in the 1970s. This demand seeks to secure 
a stable flow of development assistance 


13. 


through the use of SDRs and to maintain 
‘the real value of the currency reserves . . . 
by preventing their erosion from inflation 
and exchange rate depreciation? 
Participation by LDCs in IMF decision 
making. This issue simply calls for ‘more 
effective participation by the developing 
countries . . . in the decision-making 
process... of the IMF’ 


. Increasing transfers of resources through 


the World Bank and the IMF. The goal of 
this demand is ‘to make additional capital 
available to the poorest countries on highly 
concessional terms’ through the organs of 
the World Bank and the IME 


ISSUES OF INDUSTRIALIZATION 
AND TECHNOLOGY 


15. 


16. 


Wee 


Negotiating a redeployment of industrial 
productive capacity to the developing 
countries. This issue proposes shifting the 
industrial capacity of the developed countries 
to the Third World. It specifically mentions: 
(a) industries having a high labour content, 
(b) industries requiring natural resources 
(e.g. shipyards, petrochemical plants, and 
steel mills), and (c) industries processing the 
locally available raw materials. 
Establishing mechanisms for the transfer of 
technology. Access to modern technology 
is essential if LDCs are to reach their 
development objectives. Recognizing this, 
the NIEO calls for greater access to techno- 
logies via (a) a review of international 
patents, (b) facilitating access to patented 
and non-patented technology, (c) expanded 
assistance to the developing countries for 
research and development programmes, and 
(d) control over the import of technology. 
Regulating and supervising the activities 
of transnational enterprises (MNCs) and 
eliminating restrictive business practices, The 
NIEO proposed an international code of 
conduct for transnational corporations: 
(a) to prevent interference in the internal 
affairs of the countries where they 
operate; 
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(b) to eliminate restrictive business 
practices and conform to the national 
development plan and objectives; 

(c) to bring about assistance, transfer of 
technology, and management skills to 
the developing countries on equitable 
terms; 

(d) to regulate the repatriation of profits 
accruing from their operation; and 

(e) to promote the reinvestment of their 
profits in the developing countries. 


. Improving the competitiveness of natural 


resources and their waste. The NIEO calls 
for ‘improving the competitiveness of 
natural materials facing competition from 
synthetic substitutes. To bring this about, 
the programme requests that ‘in cases 
where natural resources can satisfy the 
requirements of the market, new investment 
should not be made for the expansion of the 
capacity to produce synthetic materials. It 
also requests that ‘all states... put an end 
to the waste of natural resources, including 
food products. 

Providing equitable access to resources of 
the seabed and the ocean floor. Stating that 
the oceans and seabeds are the ‘common 
heritage of mankind, the NIEO calls for 
equitable distribution of the benefits derived 
from exploration as well as an international 
treaty for this purpose. 


SOCIAL ISSUES 


20. 


21. 


Achieving a more equitable distribution of 
income and raising the level of employment. 
The benefits of industrialization should 
be distributed equitably among all the 
sectors of the population. Capital-intensive 
technology should be limited to special uses 
and not interfere with the rising levels of 
employment. Fiscal, monetary, and trade 
policies should be promoted to raise the level 
of employment and economic growth. 

Providing health services, education, higher 
cultural standards, and qualifications for the 
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work force, assuring.the well-being of children, 
and the integration of women in development. 
The concepts of social development and 
social well-being appear in conjunction with 
the proclamation of the NIEO. As social 
well-being is so closely connected with 
economic well-being, it is only natural that 
it be included in the objectives of the NIEO. 
Assure the economic sovereignty of states. 
This is directed at the pervasive condition of 
dependency throughout the Third World. It 
calls for sovereignty over natural resources 
and the right to control their exploitation 
(including the right to nationalize). 


. Compensation for adverse effects on the 


resources of states due to foreign occupation, 
colonial domination, or apartheid. This 
demand calls for restitution for the exploita- 
tion and depletion of natural resources 
under the above conditions. 

Establishing a system of consultation to 
promote industrial development. The aim of 
this goal is to minimize the adverse effects of 
disposals of production surpluses or reserves 
and redeploy these to aid global, regional, or 
sectoral industrial development. 
Restructuring the economic and social 
sections of the UN.’ 


Despite the efforts made by the Third World 
countries for the implementation of NIEO, it seems 
that the advanced countries have paid no heed 
to their proposals. It is evident from the World 
Development Report 2009, according to which there 
were thirteen countries in the world in 2007 whose 
exports constituted 62 per cent of the global exports. 
These included Germany (US$1,327 billion), USA 
(US$1,217 billion), China (US$1,163 billion), 
Japan (US$713 billion), France (US$552 billion), 
Netherlands (US$551 billion), UK (US$436 billion), 
Italy (US$492 billion), Belgium (US$418 billion), 
Canada (US$432 billion), Korea (US$372 billion), 
Russian Federation US$355 billion), and Hong Kong 
(US$300 billion). In terms of value, their exports 
were US$8,378 billion (62 per cent) and for the rest 
of the world, the amount of exports was US$5,501 
billion (38 per cent). This shows high concentration 
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and domination by only 13 countries in a total 
population of 132 countries. 

It is quite clear that due to the heavy influence 
of the advanced countries, the international 
institutions will never solve the problems of the 
Third World. Rather, their decisions will be biased 
towards the industrialized world. Thus, it is the need 
of the hour that the Third World, which comprises 
mainly the Muslim countries, should explore other 
ways for solving their problems. 

It has become extremely essential to strengthen 
Islamic as well as non-Islamic organizations of the 
Third World like OIC, ECO, and SAARC, of which 
Pakistan is also an active member, to stimulate 
economic development and trade. We will briefly 
discuss these organizations in the subsequent pages. 


The Muslim Block (OIC) 


The Muslim world, has over a billion people spread 
through out the Islamic Intercontinent of Asia, 
Africa and Europe, with tremendous economic 
potential. It has about 20 per cent of the world's 
population and as much of its land mass. It produces 
50 per cent of the world’s oil and accounts for 40 
per cent of the world’s export of raw materials. 
But this enormous potential has not been properly 
harnessed and exploited due to lack of visionary 
policies, requisite institutions, modern technology, 
political will, etc. Consequently, the total GNP of 
Islamic countries is only about 7 per cent, more 
than half of which too comes from the primary 
products. Worse is the fact that very large portion 
of the wealth generated in the Islamic world does 
not get invested where it belongs. It makes its way 
to the financial institutions and money markets of 
the West, depriving the Islamic world of the much 
needed capital for investment. 

The Organization of Islamic Countries (OIC) 
has been working for the betterment of the Muslim 
countries. Pakistan is also an active member of this 
organization. Over the years the OIC has established 
institutions such as the Islamic Development 
Bank and Islamic Chamber of Commerce and 
Commodity Exchange to stimulate economic 
development and trade. The OIC and its standing 
committees have been a number of steps to promote 
the much needed mutual cooperation among the 
“Muslim countries. Collective action is necessary to 


minimize the adverse effects of protectionism and 
the inequities of the international economic system 
on the economics of the Muslim World. Despite the 
efforts made by OIC, it is quite clear that the Muslim 
world is suffering everywhere. A lot of work is still 
to be done to unite the Muslim countries into one 
strong unit. 

At present, the interrelationships among the 
Muslim countries are not presenting a very pleasing 
picture. This is evident from the fact that the level 
of intra-Islamic: trade is extremely low, in fact far 
lower than that among the developing countries in 
general. 

Within the context of global trading blocks 
that are being formed (the UC and NAFTA are 
prominent examples) the need for an Islamic 
trading block has become even more pressing 
and appropriate. Furthermore, the independence 
of Muslim states of Central Asia has opened new 
avenues. Thus, the formation of a strong Muslim 
block is the best way for enhancing the economic 
development of the Third World Muslim countries 
instead of being exploited by the developed nations. 


The Economic Cooperation Organization 
(ECO) 


The Economic Cooperation Organization is a new 
grouping of nations which symbolizes the hopes and 
aspirations of nearly 300 million people spread over 
ten independent countries. Though the organization 
is new, the historical, cultural, and social bonds 
which hold the people of the ten states together are 
very old and deep rooted. 

The ECO, at its inception in 1985, was limited 
to Pakistan, Iran, and Turkey. However, after the 
emergence of independent states in Central Asia and 
Transcaucasia it becomes obvious that these states 
desired to associate themselves with this regional 
grouping. The expansion of ECO gave rise to 4 
great deal of optimism. The optimists believed that 
in view of the economic potential of ECO states the 
organization will be able to grow and prosper. 

An important aspect of ECO is that although the 
member states lie in close geographical proximity 
to each other, they belong to four geographical 
units, Turkey and Iran are normally regarded a5 
West Asian, Pakistan is a part of South Asia, while 
Afghanistan, Uzbekistan, Tajikistan, Kazakhistan: 
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Kyrghistan, and Turkmenistan belong to Central 
Asia, and Azerbaijan lies in Transcaucasia. 


Aims and Objectives 

The following are the aims and objectives of ECO: 

1. Reduction of trade barriers in the ECO area 
at an appropriate time in the light of the 
experience to be gained within the ECO 
preferential tariff system; 

Industrial collaboration through the 

establishment of joint ventures based on the 

regional market; and through inter-industry 
cooperation and specialization in production 
of components; 

3. Establishment of an ECO Investment and 
Development Bank with the participation of 
private sectors of the member states; 

4. Conversion of the integrated ECO Re- 
insurance Pool into an ECO Reinsurance 
Company; 

5, Promotion of intraregional tourism; 

6. Provision of efficient post, telephone, 
telegraph, and telex services within the 
region; 

7. Provision of efficient transport system in the 
region. To this end the member states shall 
give priority to the construction, completion, 
and improvement of the highways and 
railways; 

8. To take measures to ensure adequate ship- 
ping services and formation of an ECO 
shipping company; 

9. Expansion of air travel and movement of air 
cargo; . 

10, To provide technical assistance and expertise 
to each other in various fields; 

il. To establish institutions for training person- 
nel in the technical fields; 

12. To establish ECO Science Foundation with 
headquarters at Islamabad to build-up a 
pool of highly skilled scientific and technical 
manpower; 

13. Creation of an ECO Youth Foundation to 
promote cultural exchange, friendship, and 
greater contacts among the youth; 

14, Promotion of cultural cooperation; 

15. Establishment of close cooperation among 
the media agencies. 
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Policy 

The member countries will adopt all measures 
and policies necessary for the fulfilment of the 
aims and objectives of the ECO with the view 
to identify the areas of cooperation and give a 
long-term perspective to ECO collaboration. To 
achieve the ECO objectives, planning, financial and 
other necessary competent authorities of member 
countries were established to maintain close contact. 

In order to achieve the objectives and make this 
organization successful, some points are worth 
noting. ‘ 

Firstly, all successful regional arrangement 
can be traced back to a set of preconditions, 
in the absence of which integration becomes 
unachievable. Common political values, economic 
interdependence, absence of territorial disputes, 
and perceptions of a common threat often promote 
regional integration. An application of this criterion 
to the ECO region is quite revealing. 

Secondly, there has been some tension between 
Turkey and Iran due to Turkish charges that Iran is 
assisting Turkish Kurds. The Iranian government has 
of course denied any such involvement. Nevertheless, 
the issue has vitiated the atmosphere and created 
some problems for the two neighbouring countries. 
The future prosperity and perhaps even survival of 
these states depends on evolving some cooperative 
arrangements. The challenges of economic develop- 
ment have made it necessary for nation-states to 
cooperate at least on the functional level. 

Thirdly, the development of an infrastructure 
should also be accorded top priority. Pakistan must 
expand its ports and modernize them. The road and 
railways network linking the various regions should 
be developed. People-to-people links are the most 
important aspect of integration. Information about 
the ECO members, and their rules and regulations 
should be available to the public in all the countries. 

Fourthly, governments in the ECO countries 
must also adopt new trade regimes in order to 
expand commercial ties. Interdependence in the 
economic fields has to be prompted as a matter of 
policy. The choice is between integration and further 
fragmentation. One promises prosperity, security, 
and stability for all, while the other can only spell 
disaster. 
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SUGGESTED TWELVE POINT 
STRATEGY FOR ACTION 


Over and above the foregoing measures, the 
following suggestions were further offered for 
consideration of the relevant agencies/governments 
for improvement on the socio-economic front: 


Vs 


A system of good governance by the govern- 

ment should be established. Based on the 

advice given by Lee Kuan Yew, Senior 

Minister of Government of Singapore, the 

following suggestions be given a serious 

attention: 

(a) Redefine the economic role of the State 
in Pakistan. 

(b) Move the State out of direct management 
of economic assets. 

{c) Concentrate on providing good govern- 
ance. 


The above advice was given by him during 
his visit to Pakistan in early 1990s. He had 
explained that the foundation on which the 
socio-economic development of Singapore 
was based was meritocracy. Therefore, merit, 
in its traditional sense, should be ruthlessly 
implemented in Pakistan to reap the benefits. 
The official census of population was under- 
taken in 1997. Reliable data should be 
made available on the basis of which funds 
should be distributed out of the divisible 
pool and related matters may be properly 
discussed and decided amicably. The present 
democratic government must accept this 
challenge. 

A household survey should be conducted so 
that vital information on the size of house- 
hold, source of their earnings, household 
distribution of income, and household 
expenditure is available. 

Census of all manufacturing enterprises— 
large, medium, and small—should be carried 
out to obtain authentic results, on the basis 
of which future planning may be initiated in 
their expansion, development and balancing, 
modernization, and replacement. 

An agricultural census should be conducted 
to update information on the size and 
distribution of land holdings, land use, 


10. 


ownership and tenurial arrangements, 

crops cultivated, agricultural surpluses and 

marketed. The data furnished through this 
will become the basis for developing sound 
agricultural policies. 

All uncultivated government land should 

be immediately distributed to the haris so 

that a breakthrough can be achieved in 
accelerating the agricultural development 
of Pakistan. This can also result in foreign 
exchange saving relating to the import of 
wheat, pulses, and other agricultural items. 

A steady start has been made. This should be 

accelerated in comprehensive terms, 

For strengthening the financial defence of 

Pakistan, serious consideration may be given 

to the following suggestions: 

(a) All persons whose income is above the 
threshold of taxable income prescribed 
by Government of Pakistan should be 
required to pay income tax. 

(b) Exemptions available in the Second 
Schedule annexed to the Income Tax 
Ordinance, 2001 should be withdrawn 
in toto except for pensioners, and the 
affected assessees should be subjected 
to 10 per cent income tax. 

(c) Discretionary powers of government 
functionaries should be eliminated to 
ensure socio-economic justice. 


If the above policy recommendations are 
given a favourable outlook, internal resource 
mobilization will beef up the coffers of the 
state and reduce reliance on borrowing. 
Productivity movement should be started at 
all levels throughout Pakistan and produc- 
tivity culture should be cultivated. 

For developing human capital, R&D 
efforts should be strengthened and macro 
enterprises should be persuaded to allocate 
a reasonable percentage of their sales 
to training development of workers and 
supervisors, and for increasing computer 
literacy. 

Institutions which are producing managers 
in public sector should be strengthened 
and their working should be streamlined in 
terms of high quality delivery system. 
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11. Poverty alleviation should be given top 
priority. Through strong monetary and 
fiscal measures, the gap between haves and 
have-nots should be reduced to ensure social 
stability. 

12. All such economic activities should be 
initiated as would result in employment 
generation. A full time Employment Ministry 
should be established and alongwith the 
annual budgets of Federal and Provincial 
Governments, an Employment Budget 
should also be presented to the Parliament 
so that the curse of unemployment, if not 
totally eliminated, is substantially reduced. 


All policy makers, stakeholders and civil society 
personnel are urged to pursue the above agenda for 
implementation. 
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Pakistan in the Third Millennium 


PAKISTAN’S ECONOMY: 
AN APPRAISAL 


The decade of 1950s was marked with political 
uncertainty and a struggle for stability. The First 
Five Year Plan (1955-60) was not approved until 
mid 1957. Martial Law was imposed in 1958. The 
Second Five Year Pian (1960-65) was a great success 
because of political stability. It is generally believed 
that South Korea took most of the ideas from the 
Second Five Year Plan, and implemented these 
to achieve a high degree of success, Pakistan was 
bracketed with South Korea with a figure of US$2.5 
billion in exports in the mid 1960s. However, 
south Korea, based on the World Development 
Report 2009, despite recent economic difficulties, 
has achieved its target in exports to the extent 
of US$372 billion against exports of Pakistan of 
US$17.0 billion for 2007. 

The 1965 war with India proved an economic 
setback for Pakistan. Socio-economic tensions and 
social upheavals, and industrial strikes coupled with 
several other factors besieged the country. In 1971, 
East Pakistan seceded from a united Pakistan as 
Bangladesh in December 1971. The seeds for this 
process were sown long before. 

During the 1960s, Pakistan achieved food 
autarky. The GNP was 8.3 per cent, second highest 
in Asia, after Japan. New varieties in wheat and 
rice were introduced. The spectacular growth in 
industry was the envy of several countries who 
considered our economic policies to be a model for 
their implementation. The payback periods were the 
shortest and in many cases only seven months. 

The 1970s were a turbulent period in Pakistan's 
economic history. Due to socio-economic compul- 
sions, industries, agro-based sectors, financial 


institutions, social infrastructure projects, shipping 
services and various other productive sector 
industries were nationalized without appropriate 
and adequately cushioned logistics. Payments to 
wage earners went up without productivity increase, 
The initial outcome of devaluation was positive 
with exports growing by more than 10 per cent. 
The outcome of nationalization measures ended 
incentives for private investment. Hundreds of public 
enterprises were established with political motives 
resulting in corruption and inefficiency. Martial 
Law was again imposed in 1977 and the rulers 
never addressed economic agenda as a priority. The 
government's attention was focused on Afghanistan 
and other external issues. The result was that 
towards the latter part of 1970s and a major part of 
1980s, Pakistan operated on the famous principle of 
‘Business as Usual! 

During the 1990s, the country lost on several 
fronts, especially in economic growth. The 
economic performance was dismal. Despite public 
announcements of self-reliance, the government's 
actions continued to undermine their intentions. 
Borrowings increased but exports declined. Loan 
defaulters were not prepared to return borrowed 
money. There were nearly 5,000 sick industrial 
units. Fixed income earners received no incentives 
to protect their wages. The business community was 
exasperated with the multiplicity of taxes at different 
levels. Economic gains on agricultural and industrial 
fronts were marginal, if not significantly low. Indeed 
the decade of 1990s, excluding 28 May 1998 when 
Pakistan became a nuclear power, did not emerge as 
economically prosperous period for the country. 

However, Pakistan has a tremendous potential 
which needs to be properly harnessed. We need to 
address our economic agenda as a priority. 





PREPARATION FOR THE 
THIRD MILLENNIUM 


A recommended course of action is given below. 


Regime 1 Governance 


The slogan for every government is ‘good governance 
at the macro level and ‘good corporate governance 
at the micro level. 

(a) There should be minimum educational qualifi- 
cation for becoming a member of Federal and 
Provincial Assemblies. The minimum qualifica- 
tion for the National Assembly should be a 
Master’s degree from a recognized institution 
and for Provincial Assemblies a Bachelor's 
degree. Every candidate should have paid his 
income tax for the last three consecutive years. 
Some steps have been taken in this respect and 
later these were reversed. 

(b) Accountability and transparency at all stages 
is important. Islam has clear directives in this 
regard. As explained in the Holy Quran, 36:63: 


‘This day We shall seal up their mouths and their hands 
will speak out to Us and feet bear witness as to what 
they used to earn. 


In developing countries, systems are weak and 
mostly fragile. Laws exist on statute books but 
are yet to be implemented. Street justice is then a 
preferred option. 


Regime 2 Depoliticization 


Our politicians ought to be role models. Their 
lifestyles should be clean in all respects and inspire 
people. The future looks forward to the institutional- 
izing and de-politicization of financial, employment 
and other related systems. 


Regime 3 Long Range Planning (LRP) 


Ad hoc measures for political survival and quick 
success through short-term measures do not 
produce positive results. The 2001-2011 Perspective 
Development Plan and the participation of youth 
and other community members at the grass root 
level is the clarion call of the Third Millennium. 
Future governments need to strengthen further 
the Planning Commission with financial analysts, 
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cost and management accountants, chartered 
accountants, sociologists, psychologists, anthro- 
pologists, educationists development economists, 
management experts, and many others to ensure 
that ‘long range planning’ is given a fair chance. 
Only then can strategic moves be initiated, failing 
which it will be ‘business as usual. 

LRP was introduced by Dr Mehboobul Haq with 
the introduction of a Perspective Plan (1965-85). 
This was abandoned because of East Pakistan's 
secession. The Ninth Five Year Plan (1998-2003) 
was to start with effect fram 1 July 1998, but was 
abandoned and replaced with a Three Year Medium 
Term Plan. One of the real challenges of the Third 
Millennium is to develop LRP and to implement 
it, failing which ad hoc decisions will continue. 
The government announced a Ten Year Perspective 
Development Plan, 2001-2011 on 1 September 
2001. During the Federal Finance Minister's Budget 
speech for 2004-05 it was announced that Pakistan 
will now develop its next five-year plan. This needs 
to be implemented. 


Regime 4 Self-reliance 


All governments advocate ‘self-reliance. Michael 
Hammer's concept of ‘Re-engineering’ stresses 
analysis of business process. Plans must be supported 
with logistical support measures to ensure self- 
reliance. If we continue with our existing system, 
we will keep on adding to our borrowings (at home 
and abroad), thus increasing budget deficits in 
absolute terms with targets not achieved on several 
socio-economic fronts. In the next millennium, we 
should first conceive a ‘self-reliance plan’ and then 
back it with logistical support to further cushion it. 
The rewards will follow later. 

There is need to boost exports to achieve a 
quantum jump. The Eighth Five Year Plan (1993-98) 
had a forecast of exports of US$13 billion plus. 
During 2005-2006, our export target was fixed at 
US$17 billion. For 2009-10, we are trying to achieve 
a target below US$20 billion. We achieved US$2.9 
billion during 1983-84 in our remittances. During 
2008-2009, our remittances were around US$7 
billion. During the next millennium there should be 
a tangible plan, prepared and supported by a capable 
and competent full time and well-trained Minister 
incharge of employment and remittances, in order 
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to register substantial increase and to reduce the 
pressure of short-term lending. The ‘export led 
growth’ strategy must be properly understood, its 
details developed and implemented. 

Self-reliance does not mean that we should close 
our doors to new technology and new systems. 
Introversion is suicide. The next millennium will 
look for new and innovative thinking. 


Regime 5 Managerial Revolution 


Good management is the key to opening new doors 
of development. 

It is generally believed that for promoting foreign 
investment, cheap labour and availability of capital 
are not as important today, as good management 
practices. Management as a discipline is growing. 
From principles to practices, it is now getting into 
quantified results. The last three decades have seen 
the rise of new concepts, e.g. Balanced Score Card, 
Re-engineering, Six Sigma, Total Quality Manage- 
ment, Learning Organizations, Strategic Planning, 
Strategic Management, Just-in-Time, Materials 
Requirement Planning (MRP I and ID, Economic 
Resource Planning (ERP), Strategic Intent, ISO 
series of 9000 and 14000 etc. Pakistan, in the next 
millennium, needs to adopt the latest management 
techniques and implement these to reap dividends 
and apply the Strategic Intent Model to revolu- 
tionize and become high achievers in the next 
millennium. 

All government functionaries need to equip 
themselves with modern management concepts and 
introduce the three ‘E's, namely efficiency, effective- 
ness, and econonty. 


Regime 6 Tax Culture 


Pakistan has a very narrow base of income tax 
payees. In a total population of 164 million, the 
number of income tax assesses is approximately 
1.4 million—around one per cent. In Singapore, 
this ratio is 52 per cent, and in Hong Kong 25 per 
cent. The provision of the Income Tax Ordinance, 
2001 relating to exemptions should be eliminated. 
The golden principle of Public Finance is that 
every person above the threshold of taxable income 
should be subjected to income tax, irrespective 
of colour, caste, creed, sex, nature of income or 


status. Feedback on the operational aspects of self- 
assessment should be institutionalized for corrective 
action, Some steps have been taken but we need 
greater effort in this respect. 


Regime 7 Financial System 


Financial defence has attained greater significance 
in recent times. Territorial defence is always a first 
priority. However, countries which are financially 
weak or fragile are unable to enjoy political 
sovereignty. Pakistan faces a very heavy debt. The 
internal debt is approximately over Rs. 2.0 trillion 
and the external debt is around US$50 billion. 

Debt servicing ratio to GDP is very high. We 

continue to suffer from fiscal deficits and current 

account deficits. A major part of our effort goes in 
rescheduling debts with the Paris Club and London 

Club, The demands of the next millennium require 

a revolutionary plan to reverse the earlier negative 

trends and to accelerate the socio-economic 

development on self-financing basis. This will 
require determination and better planning to work 
on the following strategic objectives: 

(a} Drastic reduction in fiscal deficit and current 
account deficit in the short run and elimination 
in the long run. 

(b) Significant reduction in debt servicing. 

(c) Developing strategic plans to ensure self- 
financing of development projects. We must 
realize that a sense of urgency should be 
developed to achieve financial defence. 


Regime 8 Community Development 


Several countries have registered tremendous 
growth due to contributions extended by the 
community. The state of Kerala in India achieved 
100 per cent literacy due to the contribution by 
the community. A vigorous campaign is needed 
to motivate community development programmes 
so that in future grass root associations may be 
established and rather than expecting miracles from 
the government in every sphere, the community's 
contribution should come through. 


Regime 9 Weapon-free Regime 


A control on sale of firearms needs to be implemented 
more vigorously for ensuring law and order in the 


country. Pakistan should become a weapon-free 
country in the next millennium. 


Regime 10 Literacy and IT Application 


The state of Pakistan's social sector is lamentable. 
Pakistan's adult literacy rate in 2007 was 52 per cent. 
In the next millennium there is an urgent need for 
a highly skilled, educated, and healthy workforce to 
deal with new technology and its global challenges. 
The Education Policy 2009 targets achieving 85 per 
cent literacy in 2015. 


Regime 11 Poverty Elimination 


The Pakistan Human Condition Report prepared 
by the Centre for Research on Poverty Reduction 
and Income Distribution (CRPRID), a Planning 
Commission unit, gives a very bleak picture of 
poverty in Pakistan, focusing on the condition of 
education and health institutions. Poverty increased 
dramatically during the period 1988-2004, The 
implementation of fiscal laws and enlightened socio- 
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economic policies (land and agrarian reforms) for 
eliminating poverty in the long run and alleviating 
it in the short-run continue to remain challenges of 
the next millennium. The government has claimed 
that ten per cent reduction in poverty has been 
achieved during their current tenure. 


Regime 12 Islamic Socio-economic System 


On I July 1948, while inaugurating the State Bank 
of Pakistan, Quaid-i-Azam Mohammad Ali Jinnah, 
the father of the nation, had advocated developing 
a socio-economic system of Islam for the country. 
This dream has not yet fully materialized. In the 
next millennium, a major challenge will be to first 
evolve a socio-economic system consistent with 
Islam and later implement it. 


All stakeholders must rise to the accession and 
effectively play their part in implementing the spirit 
of above suggestions. 
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